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TO  MY  WIFE 


whose  knowledge  and  interest 


in  both  literature  and  philosophy 
have,  over  the  years,  helped 
to  develop  many  of  the  thoughts 
that  are  expressed  in  this  hook 


PREFACE 


This  book  is  both  a  complement  and  a  successor  to  my 
History  of  Economic  Ideas.  That  study  was  published  in  1940  and, 
having  been  reprinted  a  number  of  times,  is  now  in  print  only  in  a 
Spanish  translation.  When  I  wrote  the  History  of  Economic  Ideas, 
I  was  concerned  to  fill  what  seemed  to  me  to  be  an  important  gap  in 
the  literature  of  economics— the  absence  of  a  book  which  examined 
the  development  of  the  various  theories  in  some  detail  rather  than 
studied  the  body  of  economic  thought  by  period  and  doctrinal  school. 
The  collation  of  ideas  which  had  been  developed  at  different  times 
and  places  on  the  same  topics  showed  that  many  apparently  new 
thoughts  were  partly  old  thoughts,  and  that  sometimes  a  common 
solution  was  approached  from  different  directions.  Inevitably,  such  a 
book  taken  alone  was  destructive  of  "school"  and  "system."  The  present 
volume  is  designed  to  offer  a  briefer  and  more  balanced  treatment. 
It  incorporates  some  of  the  material  contained  in  the  History  of  Eco- 
nomic Ideas,  but  it  goes  further  than  that  book  in  studying  economic 
writings  by  author,  school,  and  period;  therefore,  it  does  more  than 
the  earlier  book  to  show  the  contemporary  integration  of  ideas. 

With  the  passage  of  time,  interest  and  emphasis  change.  The 
maturing  of  thought  on  such  matters  as  employment  and  cycle  theory 
and  economic  aggregates  has  made  it  both  possible  and  necessary  to 
treat  topics  and  writers  neglected  or  not  yet  emergent  in  1940.  A 
world  in  which  widespread  centralized  economic  planning  presents 
one  of  the  major  issues  of  the  day  calls  for  some  special  attention  to 
this  subject.  Generally,  the  writings  of  the  past  have  to  be  looked 
upon  in  terms  of  new  contemporary  interests  as  well  as  continuing 
old  interests.  Hence,  a  new  book  has  been  written  because  a  changed 
time  seems  to  call  for  it. 

Since  thought  in  economics  has  to  be  interpreted  in  the  light  of 
opinion  in  other  fields  and  also  in  terms  of  action— of  life  itself, 
discussion  in  this  book  sometimes  goes  beyond  what  ordinarily  have 
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been  regarded  in  the  past  as  the  limits  of  economic  thought.  It  is 
recommended  that,  before  the  main  body  of  the  book  is  read,  the 
concluding  section  "Looking  Backward  and  Forward"  be  examined. 
A  lesson  drawn  from  reading  murder  mysteries  is  helpful  here:  the 
proceedings  which  follow  the  discovery  of  the  corpse  are  better 
understood  if,  before  reading  the  story  fully,  one  glances  at  its  ending. 

The  controversial  nature  of  some  of  the  theories  which  are  discussed 
makes  it  desirable  to  state  an  author's  disclaimer  of  personal  responsi- 
bility for  the  ideas  examined.  The  historian  does  not  make  history. 
An  attempt  is  made  in  this  book  to  present  each  viewpoint  sympa- 
thetically, whatever  its  nature,  because  only  in  this  manner  can  the 
reasons  for  taking  such  a  viewpoint  be  appreciated.  Thinking  which 
is  based  on  one  set  of  values  may  be  regarded  very  inhospitably  by 
those  whose  ideological  foundations  lie  in  another. 

For  the  most  part,  the  writers  whose  works  are  studied  are  allowed 
to  tell  their  own  stories  in  short  quotations  from  their  works,  when 
these  are  available  in  English  and  such  a  practice  can  be  followed 
without  disturbing  the  narrative  or  using  too  much  space.  Where 
quotations  are  made,  references  ordinarily  are  given  to  the  editions 
used.  Use  has  sometimes  depended  on  convenience,  but  in  most  in- 
stances the  sources  are  available  in  the  larger  libraries.  Where  there 
are  a  number  of  editions  of  the  same  book  and  it  seems  appropriate, 
references  are  made  to  chapters  and  sections  rather  than  to  pages  of 
particular  editions.  With  one  exception  (in  a  papal  encyclical),  the 
King  James  version  has  been  used  for  Bible  quotations. 

The  book  has  been  prepared  on  the  assumption  that  few  of  its 
readers  are  likely  to  want  to  check  authorities  which  are  unavailable  to 
them  except  in  foreign  languages  but  that  many  may  desire  to  do 
so  when  only  English  is  involved.  This  may  be  an  unscholarly  view 
to  take,  but  it  is  a  realistic  one.  References  are  given  accordingly. 
Names  have  been  given  in  full  when  a  writer  is  first  mentioned  in  an 
important  connection.  It  is  unsatisfactory  to  be  able  only  to  refer  to  a 
person  as  "P.J.  this"  or  "J.E.T.  that"  because  one  is  unaware  of  what  the 
initials  represent.  Where,  as  sometimes  with  French  writers,  there  are 
too  many  given  names  for  this  practice  to  seem  reasonable,  one  or 
more  of  these  names  are  omitted,  as  may  appear  appropriate.  British 
peers  are  given  their  correct  titles. 

Where  authorities  disagree  on  dates  or  other  details,  an  endeavor 
has  been  made  to  resolve  conflicts  as  satisfactorily  as  possible.  It 
would  be  easier  to  write  a  book  of  this  sort  if  authorities   always 
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agreed.  Quotations  are  generally  given  exactly,  with  italics  and  capi- 
talization as  in  the  originals.  Exceptions  are  made  when  an  entire 
quotation  appears  in  italics  or  capitals  in  the  original  and  there 
seems  to  be  no  point  in  following  this  practice  in  the  present  context. 
Occasionally,  obvious  errors  are  corrected.  Translations  are  given  of 
foreign  book  titles,  and  here  the  criterion  has  been  that  of  what  the 
foreign  title  can  be  expected  to  mean  to  an  English-speaking  reader. 
Standard  practices  for  the  different  languages  are  followed  in  capi- 
talizing foreign  titles.  Book  subtitles  are  generally  given  when  a  book 
is  first  mentioned,  except  when  they  appear  of  little  consequence  in 
the  context  or  are  so  long  that  it  is  sensible  to  omit  their  less  signifi- 
cant portions. 

The  bibliography  is  intended  to  serve  as  a  guide  and  encouragement 
to  further  study.  A  book  such  as  this  is  no  more  than  a  starting  point 
for  the  serious  student.  It  introduces  and  surveys,  but  does  not  replace, 
the  classics  of  economics  to  which  it  refers.  Just  where  and  how  far 
the  reader  will  reach  among  the  literature  will  depend  on  his  interests 
and  circumstances. 

Grateful  acknowledgments  are  made  to  Longmans,  Green  &  Co. 
for  making  it  possible  to  use  material  included  in  my  History  of  Eco- 
nomic Ideas,  and  to  the  many  publishers  who  have  permitted  quota- 
tions from  books  to  which  they  hold  copyrights.  The  names  of  these 
publishers  are  given  in  footnotes  which  appear  with  the  first  quota- 
tions from  the  various  books.  A  number  of  libraries  and  individuals 
have  helped  by  making  books  and  pamphlets  available  for  consulta- 
tion. Appreciation  is  gratefully  expressed  to  publishers'  readers  and 
personal  friends  of  the  author  who  have  given  opinions  on  specific 
points,  or  who  have  read  portions  or  all  of  the  manuscript  and  offered 
suggestions  for  its  improvement;  the  comments  of  Professor  John 
Letiche,  of  the  University  of  California,  have  been  particularly  valu- 
able. A  debt  is  owed  also  to  interested  and  argumentative  students 
who,  in  classes,  have  made  it  necessary  for  me  to  clarify  explanations. 
The  principle  of  multiple  causation  evidently  applies  not  only  to 
economic  affairs  but  to  book  making  as  well. 

September  1959 

Edmund  Whittaker 
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CHAPTER   1 


FROM  THE 

ANCIENT  WORLD 

TO  THE 

PROTESTANT 

REFORMATION 


Economic  thought  is  only  one  aspect  of  the  broad 
current  of  men's  thinking,  but  it  is  an  important  one.  Throughout 
history,  people  have  lived  together  in  groups  or  societies  and  have 
had  to  face  economic  problems.  What  and  how  much  is  to  be  pro- 
duced and  consumed?  How  is  production  to  be  organized  and  the 
produce  divided?  How  free  is  the  individual  to  be  to  make  his  own 
decisions,  and  how  far  is  he  to  be  bound  by  group  rules  of  behavior? 
These  are  questions  which  have  had  to  be  settled  in  workable  ways 
in  all  societies.  Some  men  have  written  to  describe  or  analyze  social 
arrangements  and  ways  of  thinking  as  they  have  believed  them  to  be. 
Others  have  told  of  conditions  that  they  have  thought  to  be  ideal  and, 
in  doing  so,  by  implication  have  criticized  what  they  have  seen 
around  them.  Still  others  have  offered  more  explicit  criticism,  ranging 
from  the  moderate  to  the  extreme,  often  accompanied  by  proposals 
for  change.  Thus,  there  has  grown  up  the  body  of  economic  thought 
which  is  studied  in  this  book. 

Thought  accumulates.  For  many,  "the  done  thing"  or  "the  accepted 
idea"  becomes  the  right  way;  such  people  have  little  sympathy  with 
change,  and  they  may  resist  it.  But  there  are  others  for  whom  what 
currently  is  known  or  practiced  is  only  a  starting  point  from  which  to 
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seek  something  better.  Moreover,  environmental  conditions  alter,  and 
often  what  has  seemed  appropriate  in  the  old  environment  appears 
unfitted  to  the  new.  A  stimulus,  therefore,  is  given  to  change.  Both 
thought  and  practice  evolve.  In  examining  the  history  of  any  par- 
ticular body  of  thought,  it  thus  becomes  wise  to  look  both  at  what 
has  gone  before  and  at  what  exists  around  it. 


MESOPOTAMIA  AND  EGYPT,  GREECE  AND  ROME 

One  of  the  purposes  of  studying  history  is  to  give 
perspective  to  the  present,  and  it  is  appropriate  that  we  look  back  to 
the  earliest  days  of  our  civilization. 

Integrated  societies  developed  in  the  Mesopotamian  and  Nile 
valleys  many  centuries  before  the  birth  of  Christ.  One  view  is  that 
the  climate  of  that  general  area  was  getting  drier,  so  that  the  river 
valleys  came  to  offer  better  living  conditions  than  did  the  higher  land 
around  them.  At  all  events,  settlements  developed  in  the  valleys. 
Their  inhabitants  looked  to  gods  to  explain  phenomena  which  they 
found  otherwise  inexplicable.  The  temples  became  important  institu- 
tions, and  the  priests  who  served  them  exercised  considerable  social 
leadership  and  control.  Yet  it  appears  that  at  some  periods  in  the 
Mesopotamian  villages  individuals  had  much  say  on  how  the  society 
was  run.  In  Egypt,  the  gods  came  to  be  personified  in  the  chiefs  and 
kings— Pharaohs  as  these  were  called  later.  There  are  grounds  for 
supposing  that  the  chiefs  and  petty  kings,  from  whom  the  Pharaohs 
descended,  themselves  had  sprung  from  patriarchal  family  heads  in 
an  earlier  and  more  mobile  society.  Something  in  the  nature  of  the 
modern  authoritarian  or  monolithic  state  developed  in  Egypt,  with 
the  Pharaoh  occupying  a  position  not  altogether  different  from  that 
of  a  modern  Mussolini  or  Hitler.  The  pyramids  still  stand  as  testimony 
to  the  magnitude  of  the  public  works  undertaken  by  the  god-king- 
dictator  of  those  far-off  times.  The  nation-state  of  the  Nile  Valley 
planned  the  economic  activities  of  its  people  over  a  wide  area  of 
their  lives. 

The  origin  of  the  Greek  cities  seems  to  have  been  somewhat  similar 
to  that  of  the  societies  of  the  Mesopotamian  and  Nile  valleys.  The 
early  Greeks  appear  to  have  been  a  pastoral  people,  nomadic  and 
organized  on  the  basis  of  patriarchal  families  such  as  are  described 
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in  the  book  of  Genesis.  Later,  they  moved  southward  and  settled  in 
the  narrow  valleys  of  the  present  Greece.  Cities  grew,  and  it  was  in 
these  cities  that  what  we  call  Western  civilization  may  be  considered 
as  beginning.  The  teachings  of  the  leading  philosophers  of  the  ancient 
Greek  cities,  especially  Athens,  are  studied  today. 

PLATO   AND   ARISTOTLE 

Plato  (c.  428-c.  348  b.c.  )  grew  up  in  a  prominent 
family.  After  a  period  spent  in  travel,  he  established  the  Academy  in 
Athens  as  an  educational  and  research  institute.  He  presided  over  it  for 
the  remainder  of  his  life.  Aristotle  (384-322  B.C.),  the  son  of  the  court 
physician  to  the  father  of  King  Philip  of  Macedon,  was  a  pupil  in 
Plato's  academy  in  that  teacher's  later  years.  After  himself  teaching 
elsewhere,  Aristotle  acted  as  tutor  to  Alexander,  son  of  King  Philip 
and  famous  in  history  as  Alexander  the  Great.  Later,  Aristotle  estab- 
lished his  own  school  at  the  Lyceum,  in  Athens. 

Plato  had  learned  a  great  deal  from  Socrates  (c.  470-399  B.C.). 
Socrates  lived  simply  and  did  much  of  his  teaching  through  conversa- 
tion, influencing  the  thoughts  of  his  listeners  and  making  himself  one 
of  the  philosophical  leaders  of  ancient  Greece  and  of  all  time.  He  left 
no  writings  but  is  much  quoted  in  Plato's  Dialogues,  although  with 
how  much  imagination  on  Plato's  part  it  is  not  easy  to  say.  Reading 
the  Dialogues,  one  cannot  help  supposing  that  either  Plato  was  rather 
slavishly  accepting  many  of  the  views  of  Socrates,  or  else  he  often 
was  putting  his  own  words  into  the  mouth  of  Socrates. 

In  historical  perspective,  it  is  evident  that  Plato  was  conservative  ^ 
and  looked  to  the  past  with  approval,  whereas  Aristotle's  ideas  were 
moving  with  the  times.  Greece  in  Aristotle's  lifetime  was  becoming 
more  specialized  industrially.  Foreign  trade  was  growing.  Like  the 
intellectual  leaders  of  individualism  at  the  time  of  the  industrial 
revolution  of  the  eighteenth  and  nineteenth  centuries  in  Britain, 
Aristotle  thought  that  private  property  had  something  to  be  said  for 
it  as  an  incentive: 

For  that  which  is  common  to  the  greatest  number  has  the  least  care  be- 
stowed upon  it.  Every  one  thinks  chiefly  of  his  own,  hardly  at  all  of  the 
common  interest;  and  only  when  he  is  himself  concerned  as  an  individual. 
For  besides  other  considerations,  everybody  is  more  inclined  to  neglect  the 
duty  which  he  expects  another  to  fulfil.1 

1  The  Works  of  Aristotle,  ed.  W.  D.  Ross  (London:  Oxford  University  Press,  1921), 
X,  Politica  (trans.  B.  Jowett),  1261b-1262a. 
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Aristotle,  in  his  Politics,  where  this  statement  appears,  was  arguing 
against  the  Plato  of  the  preceding  generation,  who,  in  his  dialogues, 
the  Republic  and  the  Laws,  had  favored  communism.  "The  first  and 
highest  form  of  the  state  and  of  the  government  and  of  the  law  is 
that  in  which  there  prevails  most  widely  the  ancient  saying,  that 
'Friends  have  all  things  in  common,' "'  Plato  had  said  in  his  Laws. 
The  Republic  was  a  product  of  Plato's  earlier  years,  and  it  described 
what  its  author  regarded  as  an  ideal  society.  The  Laws,  produced  later 
in  Plato's  life,  furnished  rules  for  a  more  immediately  possible  society, 
being  intended,  no  doubt,  to  afford  some  guidance  in  the  improvement 
of  the  society  in  which  Plato  lived. 

Appropriate  to  a  situation  in  which  the  Greeks  were  trading  as  far 
as  the  Black  Sea  and  Mediterranean  coasts,  and  starting  colonies  and 
settlements  there,  both  in  his  Republic  and  his  Laws  Plato  considered 
the  founding  of  cities  and  their  size.  In  the  Republic,  he  said:  "A 
State  .  .  .  arises  .  .  .  out  of  the  needs  of  mankind;  no  one  is  self- 
sufficing;  but  all  of  us  have  many  wants."3  Here  Plato  was  thinking 
of  the  state  as  an  economic  unit.  In  the  literature  of  later  years,  the 
state  came  to  be  regarded  primarily  as  a  political  entity.  Some  of 
Aristotle's  views  on  the  nature  of  the  state  are  mentioned  at  the  be- 
ginning of  Chapter  16  of  this  book. 

Plato  pointed  to  the  advantages  attending  specialization  of  labor. 
As  throughout  the  Dialogues,  his  ideas  were  developed  in  conversa- 
tion. One  Adeimantus  is  the  person  to  whom  Socrates  is  supposed  to 
be  talking  here: 

Adeimantus  thought  that  for  him  to  labour  at  producing  food  only  would 
be  the  better  way. 

Most  probably  it  would,  I  [i.e.,  Socrates]  replied;  and  I  am  reminded 
by  your  words  that  we  are  not  all  alike;  there  are  diversities  of  natures 
among  us  which  are  adapted  to  different  occupations. 

Very  true. 

And  will  you  have  a  work  better  done  when  the  workman  has  many 
occupations,  or  when  he  has  only  one? 

When  he  has  only  one.4 

The  dialogue  goes  on  to  consider  how  many  specialists,  and  what 
kinds,  were  needed  as  a  minimum  in  an  ideal  state.  Not  only  farmers, 
but  "carpenters,  and  smiths,  and  other  artisans,"  "curriers  and 
weavers,"  and  even  traders  were  required,  for: 

2  The  Dialogues  of  Plato,  trans.  B.  Jowett  (5  vols.;  2nd  ed.;  Oxford:  Clarendon 
Press,  1875),  V,  Bk.  v. 

3  Ibid.,  HI,  Bk.  ii.  4  Ibid.,  Ill,  Bk.  ii. 
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Suppose  now  that  a  husbandman,  or  possibly  an  artisan,  brings  some 
production  to  market,  and  he  comes  at  a  time  when  there  is  no  one  to 
exchange  with  him,— is  he  to  leave  his  work  and  sit  idle  in  the  market-place? 
Not  at  all;  he  will  find  people  there  who,  seeing  the  want,  take  upon  them- 
selves the  duty  of  sale.  In  well-ordered  states  they  are  commonly  those  who 
are  the  weakest  in  bodily  strength,  and  therefore  unable  to  do  anything  else.5 

Plato  spoke  of  two  evils  in  society,  wealth  being  one  and  poverty 
the  other;  "the  one  is  the  parent  of  luxury  and  indolence,  and  the  other 
of  meanness  and  viciousness,  and  both  of  discontent."6  In  his  Republic, 
he  wanted  the  guardians  or  administrators  of  the  state  to  live  com- 
munally. They  were  not  to  have  houses  or  goods  of  their  own  but 
were  to  live  together  like  soldiers  in  a  camp,  even  sharing  wives  and 
children.  The  purpose  of  this  arrangement  was  to  ensure  that  the 
guardians  gave  proper  attention  to  the  public  interest.  Plato  said  that 
then  "they  will  not  tear  the  city  in  pieces"  by  differing  about  mine 
and  thine,  each  "dragging  any  acquisition  which  he  has  made  into  a 
house  of  his  own,  where  he  has  a  separate  wife  and  children  and 
private  pleasures  and  pains."7  This  was  the  point  which  Aristotle 
attacked  in  the  statement  that  he  made  concerning  the  incentive 
advantage  attached  to  private  ownership,  to  which  reference  has  been 
made  earlier  in  this  chapter. 

Both  Plato  and  Aristotle  seemed  to  suppose  that  the  people  among 
whom  they  lived  were  prone  to  be  selfish.  In  the  Laws,  Plato  grumbled: 

.  .  .  the  class  of  men  is  small— they  must  have  been  rarely  gifted  by 
nature,  and  trained  by  education,— who,  when  compelled  by  wants  and 
desires,  are  able  to  hold  out  and  observe  moderation,  and  when  they  might 
make  a  great  deal  of  money  are  sober  in  their  wishes,  and  prefer  a  moderate 
to  a  large  gain.  But  the  mass  of  mankind  are  the  very  opposite:  their  desires 
are  unbounded,  and  when  they  might  gain  in  moderation  they  prefer  gains 
without  limit.8 

Aristotle  said  that  "the  avarice  of  mankind  is  insatiable."9 

Following  the  passage  just  quoted  from  the  Laws,  Plato  proceeded 
to  denounce  retail  trade:  "wherefore  all  that  relates  to  retail  trade 
and  merchandise,  and  keeping  of  taverns,  is  denounced  and  numbered 
among  dishonourable  things."10  Keeping  taverns  (similar  to  the  hotels 
or  inns  of  today )  Plato  recognized  to  be  necessary,  and  if— as  he  hoped 
not— good  people  had  to  do  it  they  ought  to  be  honored.  However, 

5  Ibid.,  Ill,  Bk.  ii.         °  Ibid.,  Ill,  Bk,  iv.  7  Ibid.,  Ill,  Bk.  v. 

8  Ibid.,  V,  Bk.  xi. 

9  The  Works  of  Aristotle,  X,  1267a. 

10  The  Dialogues  of  Plato,  V,  Bk.  xi. 
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according  to  Plato,  the  usual  tavern  keeper  treated  his  guests  "as 
enemies  and  captives  who  are  at  his  mercy,  and  [he]  will  not  release 
them  until  they  have  paid  the  highest,  most  abominable,  and  dis- 
honest price."  Hence,  Plato  recommended  that  anyone  who  engaged 
in  such  a  trade  be  "either  a  metic  or  a  stranger."  (A  metic,  it  may  be 
said,  was  a  resident  alien. )  The  government  authorities  were  to  "meet 
and  take  counsel  with  those  who  have  experience  of  the  several  kinds 
of  retail  trade,"  and  consider  "what  amount  of  receipts  after  deducting 
expenses  will  produce  a  moderate  gain,"  and  then  "fix  in  writing  and 
strictly  maintain  what  they  shall  find  to  be  the  right  percentage  of 
profit."  Thus,  Plato  said,  "retail  trade  will  benefit  every  one,  and  do  the 
least  possible  injury  to  those  in  the  state  who  practise  it."11 

Aristotle,  in  his  Politics,  distinguished  between  what  later  came  to 
be  called  "value  in  use"  and  "value  in  exchange,"  using  the  example 
of  a  shoe.  He  spoke  of  exchange  as  arising  naturally,  from  the  condi- 
tion that  some  people  had  too  little  of  a  particular  good  whereas 
others  had  too  much.12  In  the  Nicomachean  Ethics,  a  statement  of 
Aristotle's  teachings  which  was  put  together  by  his  son,  it  was  said 
that  a  just  price  was  one  which  was  intermediate  between  gain  and 
loss,  with  each  party  having  an  equal  amount  before  and  after  the 
transaction.13  Aristotle  also  stated  that  the  amount  of  work  involved  in 
producing  the  commodities  which  were  exchanged  should  be  equated, 
allowing  for  the  class  of  persons  who  had  done  the  work.  (A  farmer 
and  a  doctor  were  different,  but  not  two  farmers  or  two  doctors.)14 
This  view  of  Aristotle's  was  at  the  basis  of  the  "just  price"  doctrine 
of  Thomas  Aquinas,  late  in  the  Middle  Ages.  This  doctrine  visualized 
a  fair  price  as  one  which  would  return  to  the  producer  of  the  good 
an  adequate  reward  for  the  labor  involved  in  its  production,  the  test 
of  adequacy  being  the  maintenance  of  the  producer  in  the  accus- 
tomed standard  of  living  of  his  particular  social  group. 

In  his  Laws  Plato  forbade  interest  on  loans,  and  yet  later  in  the 
same  work  he  explicitly  permitted  what  amounted  to  interest  as  a 
penalty  for  deferred  payment: 

And  let  him  who,  having  already  received  the  work  in  exchange,  does 
not  pay  the  price  in  the  time  agreed,  pay  double  the  price;  and  if  a  year  has 
elapsed,  whereas  usury  in  general  is  not  to  be  taken  on  money  lent  in  our 
state,  let  him  for  every  drachma  which  he  owes  to  the  contractor  pay  a 
monthly  interest  of  an  obol.15 

11  Ibid.,  V,  Bk.  xi. 

12  The  Works  of  Aristotle,  X,  1257a. 

13 Ibid.,  IX,  1132b.  "Ibid.,  IX,  1133a. 

15  The  Dialogues  of  Pluto,  V,  Bk.  xi. 
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(An  obol  was  one-sixth  of  a  drachma,  so  this  amounted  to  200  per 
cent  interest  yearly. )  It  may  be  said  that  a  penalty  for  deferred  pay- 
ment was  one  of  the  devices  which  were  used  to  justify  interest  being 
paid  and  received  in  the  later  Middle  Ages,  despite  the  existence  «of 
a  formal  ban  on  interest  or  usury  at  that  time. 

Aristotle  (Politics)  opposed  interest,  saying  that  it  amounted  to 
breeding  money  from  money  and,  as  money  did  not  breed,  was  un- 
natural.16 What  he  had  in  mind  was  interest  on  loans  which  were  made 
for  consumption  purposes.  Such  loans  did  not  produce  revenue  out 
of  which  interest  could  be  paid.  With  respect  to  loans  made  to 
acquire  productive  investments,  Aristotle's  argument  was  unsound. 
Equipment  added  to  the  product  of  labor;  loans  made  for  the  purpose 
of  acquiring  equipment  yielded  a  product  from  which  interest  on 
such  loans  could  be  paid.  Money  could  be  regarded  as  "breeding"  in 
this  situation.  However,  Greek  history  indicates  that,  in  Aristotle's 
time,  lending  for  consumption  purposes  was  common;  and  the  burden 
of  interest  paid  by  poor  people  on  such  loans  often  was  a  heavy  one. 
Probably  this  explains  what  Aristotle  said  about  interest.  Like  Plato, 
Aristotle  had  no  love  for  business  affairs  of  any  kind,  considering  them 
lacking  in  dignity.  Such  a  view  has  often  been  held  among  the  aristo- 
crats of  society. 

The  Plato  of  the  Republic  was  willing  to  go  a  long  way  in  planning 
the  state.  He  would  bring  the  best  men  and  women  together,  so  that 
they  might  have  children  who  would  inherit  the  good  qualities  of  their 
parents.  The  good  children  who  were  born  were  to  be  brought  up  in 
state  nurseries  but  the  unsatisfactory  ones  were  to  be  disposed  of  in 
some  unknown  place,  "as  decency  requires."17  In  the  Laws,  Plato  set 
limits  on  the  amount  of  inequality  of  wealth  which  should  be  tolerated. 
No  one  was  to  possess  less  than  one  lot  or  more  than  four  lots.  Even 
Aristotle,  notwithstanding  his  support  of  private  property  as  an  incen- 
tive, advocated  limiting  inheritances.  One  of  the  reasons  which  he 
gave  for  this  recommendation  was  that  rich  men  often  exercised  too 
much  control  in  the  society.18 

THE   EPICUREANS   AND   STOICS 

The  Epicurean  and  Stoic  schools   in  ancient  Greek 
philosophy  merit  attention  from  those  interested  in  the  development 

16  The  Works  of  Aristotle,  X,  1258b. 

17  The  Dialogues  of  Plato,  III,  Bk.  v. 

18  The  Works  of  Aristotle,  X,  1308b. 
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of  economic  thought.  Both  can  be  traced  back  to  Socrates.  Plato 
described  Socrates  as  saying  to  an  older  contemporary,  the  Greek 
teacher  Protagoras,  that  "I  am  rather  disposed  to  say  that  things  are 
good  in  as  far  as  they  are  pleasant,  if  they  have  no  consequences  of 
another  sort,  and  in  as  far  as  they  are  painful  they  are  bad."19  Here  is 
the  essential  point  of  ethical  hedonism,  which  makes  happiness  a  cri- 
terion of  what  is  right  and  wrong. 

Aristippus  of  Cyrene  (c.  435-356  B.C.)  and  Epicurus  (341-270  b.c.) 
developed  this  line  of  thought,  which  became  known  as  "Epicure- 
anism" and  subsequently  as  "hedonism."  Aristippus  was  a  pupil  of 
Socrates  in  Athens,  but  he  had  been  born  at  Cyrene  in  North  Africa; 
and  later  he  taught  there,  founding  the  school  known  as  the  Cyrenaics. 
Epicurus  was  a  teacher  in  Athens.  The  following  passage  from  the 
teachings  of  Epicurus  is  worth  study: 

...  we  call  pleasure  the  beginning  and  the  end  of  the  blessed  life.  For  we 
recognize  pleasure  as  the  first  good  innate  in  us,  and  from  pleasure  we  begin 
every  act  of  choice  and  avoidance,  and  to  pleasure  we  return  again,  using 
the  feeling  as  the  standard  by  which  we  judge  every  good.20 

Using  pleasure  "as  the  standard  by  which  we  judge  every  good"  is 
the  characteristic  of  ethical  hedonism,  mentioned  in  connection  with 
Socrates. 

This  passage  from  Epicurus  brings  to  notice  also  the  psychological 
character  of  hedonism:  man  in  his  actions  seeks  his  own  happiness — 
"from  pleasure  we  begin  every  act  of  choice  and  avoidance."  It  is  what 
John  Locke  and  Jeremy  Bentham  taught  much  later;  and  it  became  an 
important  ingredient  in  the  classical  economics  of  Adam  Smith  and 
his  followers. 

Contrary  to  what  is  sometimes  thought,  Epicurus  did  not  teach  that 
an  unlimited  satisfaction  of  wants  was  desirable.  Basic  needs  must  be 
satisfied,  he  believed:  "The  flesh  cries  out  to  be  saved  from  hunger, 
thirst  and  cold."21  Cet,  "if  a  man  possesses  this  safety  and  hope  to 
possess  it,  he  might  rival  even  Zeus  in  happiness."22  Here,  we  have 
something  akin  to  the  view  of  happiness  which  Adam  Smith  stated  in 
his  Theory  of  Moral  Sentiments.  According  to  Smith,  a  man  is  miser- 
able if  he  has  not  enough  wealth  to  afford  him  a  reasonable  suste- 
nance, but,  above  that  level,  additions  to  his  wealth  add  nothing  to 

19  The  Dialogues  of  Plato,  I,  Protagoras. 

20  Epicurus:  The  Extant  Remains,  trans.  C.  Bailey  (London:  Oxford  University 
Press,  1926),  p.  87. 

21  Ibid.,  p.  111.  22lbid. 
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his  happiness.  "Nothing  satisfies  a  man  who  is  not  satisfied  with  a 
little,"23  Epicurus  commented.  He  also  said  that  "A  free  life  cannot 
acquire  many  possessions,  because  this  is  not  easy  to  do  without 
servility  to  mobs  or  monarchs,  yet  it  possesses  all  things  in  unfailing 
abundance;  and  if  by  chance  it  obtains  many  possessions,  it  is  easy 
to  distribute  them  so  as  to  win  the  gratitude  of  neighbours."24  The  last 
statement  reflects  the  insecurity  of  the  period  in  which  Epicurus 
taught,  but  it  is  not  without  general  significance. 

The  Stoics  took  their  name  from  the  Stoa,  a  painted  porch  adjoining 
the  market  place  in  Athens  where  Zeno  of  Citium  taught  the  Stoic 
philosophy  around  the  end  of  the  fourth  century  B.C.  Stoicism  looked 
with  disfavor  on  wealth  and  power.  What  was  important  was  the  per- 
son in  a  society  composed  of  himself  and  other  persons.  He  had  duties 
to  himself  and  to  his  fellow-men,  and  to  the  underlying  purpose  of  all, 
or  God: 

Say  to  thyself  at  daybreak:  I  shall  come  across  the  busy-body,  the  thank- 
less, the  bully,  the  treacherous,  the  envious,  the  unneighbourly.  All  this  has 
befallen  them  because  they  know  not  good  from  evil.  But  I,  in  that  I  have 
comprehended  the  nature  of  the  Good  that  it  is  beautiful,  and  the  nature  of 
Evil  that  it  is  ugly,  and  the  nature  of  the  wrong-doer  himself  that  it  is 
akin  to  me,  not  as  a  partaker  of  the  same  blood  and  seed  but  of  intelligence 
and  a  morsel  of  the  Divine,  can  neither  be  injured  by  any  of  them  .  .  .  nor 
can  I  be  wroth  with  my  kinsman  and  hate  him.  For  we  have  come  into 
being  for  co-operation  ....  Therefore  to  thwart  one  another  is  against 
Nature;  and  we  do  thwart  one  another  by  shewing  resentment  and 
aversion.25 

Here  speaks  Marcus  Aurelius  Antoninus  (121-180  a.d.  ),  Emperor  ol 
Rome  and  Stoic  philosopher,  stating  a  view  in  which  every  man  is  a 
son  of  God  and  a  brother  of  every  other  man,  with  only  goodness  or 
badness  to  distinguish  one  man  from  another,  and  even  wrong-doing 
looked  upon  sympathetically.  A  concept  of  duty  is  also  present: 

Every  hour  make  up  thy  mind  sturdily  as  a  Roman  and  a  man  to  do 
what  thou  hast  in  hand  with  scrupulous  and  unaffected  dignity  and  love  of 
thy  kind  and  independence  and  justice.26 

At  the  other  end  of  the  social  scale  in  birth  was  the  Stoic,  Epictetus 
(born  c.  60  a.d.).  Epictetus  was  born  a  slave  but  was  taught  by  a 
Stoic  teacher,  and,  becoming  free,  he  became  a  teacher  himself.  In  his 

23  Ibid.,  p.  137.  24  Ibid.,  p.  117. 

2"  The  Communings  with   Himself  of   Marcus  Aurelius  Antoninus,   trans.    C.    R. 

Haines  ("Loeb  Classical  Library"  [Cambridge,  Mass.:   Harvard  University  Press, 

1916]),  p.  27. 

26  Ibid.,  p.  31. 
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Discourses,  which  were  collected  by  one  of  his  pupils,  he  asked  of 
"those  who  fear  want,"  "what  runaway  slave  ever  died  of  hunger?  But 
you  tremble,  and  lie  awake  at  night,  for  fear  the  necessities  of  life  will 
fail  you."  Even  if  death  should  come  on  account  of  hunger,  "Are  you 
not  willing,  then,  to  look  with  courage  sufficient  to  face  every  necessity 
and  want,  at  that  place  to  which  the  wealthiest  needs  must  go,  and 
those  who  have  held  the  highest  offices,  and  very  kings  and  tyrants? 
Only  you  will  descend  hungry,  if  it  so  happen,  and  they  bursting  with 
indigestion  and  drunkenness."27  Here  there  is  an  attitude  which  is  at 
best  disdainful  to  wealth.  There  is  no  talk  of  the  goodness  of  an  action 
being  judged  by  its  yielding  pleasure. 

The  Stoic  doctrines  resemble  in  some  respects  those  of  early  Chris- 
tianity. It  is  to  Stoicism  that  modern  anarchism  looks  for  its  origin- 
anarchism  in  the  sense  of  a  social  system  in  which  government  is  a 
control  the  disciplined  individual  exercises  over  himself  and  not  a 
coercive  outside  force. 


EARLY   CHRISTIAN   TEACHINGS 

Christianity  had  already  had  its  beginning  when 
Epictetus  and  Marcus  Aurelius  lived.  It  began  in  a  conquered  prov- 
ince, which  had  a  limited  degree  of  self-government  and  a  firmly 
established  religion  of  its  own.  It  had  to  combat  local  public  opinion 
as  well  as  Roman  antagonism.  Ultimately,  it  spread  throughout  the 
Empire  and  became  accepted  as  the  official  Roman  religion. 

Christianity  took  over  some  of  the  earlier  Jewish  teachings,  par- 
ticularly the  idea  of  a  God  who  was  everyone's  God  and  not  merely 
the  God  of  the  Jewish  people;  this  is  found  in  the  preachings  of  the 
later  prophets.  Christianity  applied  this  idea  literally:  everyone  was  a 
son  of  God  and  a  brother  of  everyone  else.  This  view  gave  Chris- 
tianity an  appeal  not  only  to  the  Jews  but  also  to  the  Romans  and 
others  within  the  Roman  Empire,  and  even  in  due  course  to  the  bar- 
barian peoples  who  overran  the  empire.  The  view  was  particularly 
appealing  to  the  poor  and  the  defeated,  and  it  was  among  these 
that  Christianity  made  many  of  its  early  converts.  But,  from  the  begin- 
ning, it  also  made  converts  in  high  places.  Because  of  its  universal 

27  Epictetus:  The  Discourses  as  Reported  by  Arrian,  trans.  W.  A.  Oldfather  ( "Loeb 
Classical  Library"  [Cambridge,  Mass.:  Harvard  University  Press,  1926-1928]), 
II,  227-229. 
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appeal  and  success  in  spreading  its  doctrines,  it  was  well  said  by  a 
modern  writer  that  Christianity  did  for  the  many  what  Stoicism  did 
for  the  few. 

The  early  Christians  gave  some  attention  to  the  subject  of  wealth. 
Jesus  himself  dealt  with  it,  in  his  Sermon  on  the  Mount,  which  is  gen- 
erally considered  to  be  the  greatest  of  his  public  teachings: 

Therefore  take  no  thought,  saying,  What  shall  we  eat?  or,  What  shall 
we  drink?  or,  Wherewithal  shall  we  be  clothed?  ...  for  your  heavenly 
Father  knoweth  that  ye  have  need  of  all  these  things.  But  seek  ye  first  the 
kingdom  of  God,  and  his  righteousness;  and  all  these  things  shall  be  added 
unto  you.  Take  therefore  no  thought  for  the  morrow:  for  the  morrow  shall 
take  thought  for  the  things  of  itself.28 

Here,  there  appears  to  be  an  attitude  of  indifference  to  wealth:  right- 
eousness is  important  but  not  wealth.  Antagonism  to  wealth  is  also 
found  in  Christ's  teaching.  There  is  the  story  of  the  rich  young  man, 
who  asked,  "What  shall  I  do  that  I  may  inherit  eternal  life?"  Jesus 
said  to  him:  "Go  thy  way,  sell  whatsoever  thou  hast,  and  give  to  the 
poor,"  and  then  commented  to  his  disciples:  "How  hardly  shall  they 
that  have  riches  enter  into  the  kingdom  of  God,"  and  "It  is  easier 
for  a  camel  to  go  through  the  eye  of  a  needle,  than  for  a  rich  man  to 
enter  into  the  kingdom  of  God."29 

Looking  at  early  Christian  teachings  after  Christ,  in  the  first 
Epistle  to  Timothy,  we  find  Paul  dwelling  on  the  temptations  to  which 
the  rich  are  subject: 

And  having  food  and  raiment  let  us  be  therewith  content.  But  they  that 
will  be  rich  fall  into  temptation  and  a  snare,  and  into  many  foolish  and 
hurtful  lusts,  which  drown  men  in  destruction  and  perdition.  For  the  love  of 
money  is  the  root  of  all  evil.30 

The  Epistle  of  James  was  even  more  extreme  in  its  condemnation  of 
riches : 

Go  to  now,  ye  rich  men,  weep  and  howl  for  your  miseries  that  shall 
come  upon  you.  Your  riches  are  corrupted,  and  your  garments  are  moth- 
eaten.  Your  gold  and  silver  is  cankered;  and  the  rust  of  them  shall  be  a 
witness  against  you  ....  Behold,  the  hire  of  the  labourers  who  have  reaped 
down  your  fields,  which  is  of  you  kept  back  by  fraud,  crieth:  and  the  cries 
of  them  which  have  reaped  are  entered  into  the  ears  of  the  Lord  of  sabaoth.31 

2*  Matthew  6:31-34. 
29  Mark  10:17-25. 
30 1  Timothy  6:8-10. 
31  James  5:1-4. 
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It  has  been  commonly  accepted  that  the  James  who  was  responsible 
for  this  Epistle  was  the  half-brother  of  Christ,  and  the  Epistle  is  well 
known  for  its  insistence  that  faith  must  be  accompanied  by  works: 
the  true  Christian  would  clothe  the  naked  and  feed  the  hungry,  not 
just  offer  sympathy.  This  conformed  with  the  view  of  Christ  himself, 
as  it  is  stated  in  the  Gospel  of  John:  "By  this  shall  all  men  know  that 
ye  are  my  disciples,  if  ye  have  love  one  to  another."32  It  is  the  "have" 
here  which  is  significant.  It  is  not  the  inner  feeling  but  the  action 
which  is  based  on  such  a  feeling  that  lets  "all  men  know"  who  are 
Christ's  disciples. 

Among  the  bishops  of  the  early  church,  Cyprian  (c.  200-258) 
and  Chrysostom  (c.  345-407)  criticized  wealth.  Thus  Cyprian,  who 
was  bishop  of  Carthage,  said:  "He  [i.e.,  Jesus]  teaches  us  that 
riches  are  not  only  to  be  condemned,  but  that  they  are  also  full  of 
peril;  that  in  them  is  the  root  of  seducing  evils."33  Chrysostom  was 
bishop  of  Constantinople,  and  both  he  and  Cyprian  matched  their 
words  with  deeds,  giving  their  considerable  wealth  to  the  service 
of  the  poor.  Tertullian  (c.  155-c.  222),  a  leading  theoretician  and 
legalist  of  the  church,  devoted  an  entire  treatise  to  women's  dress 
and  jewelry:  "On  a  single  thread  is  suspended  a  million  of  sesterces. 
One  delicate  neck  carries  about  it  forests  and  islands.  The  slender 
lobes  of  the  ears  exhaust  a  fortune;  and  the  left-hand,  with  its  every 
finger,  sports  a  several  money-bag,"34  he  commented. 

Clement  of  Alexandria  (c.  150-c.  215),  a  Greek  theologian  and  in- 
fluential teacher  of  the  early  church,  wrote  a  treatise  translated 
as  The  Instructor.  In  it  he  laid  down  rules  of  behavior  for  Christians. 
Overeating,  wearing  fine  clothes,  painting  the  face  by  women,  even 
shaving  by  men,  he  condemned.  On  the  other  hand,  Clement  also 
wrote  another  work,  Who  is  the  Rich  Man  that  Shall  be  Saved?  In 
this,  he  argued  that  the  unfavorable  comments  of  Jesus  and  of  his 
apostles  on  the  subject  of  riches  were  aimed  at  greed  and  love  of 
power  rather  than  at  wealth  in  itself.  Clement  thought  that,  when 
Jesus  counseled  the  rich  man  to  give  away  his  wealth,  the  injunction 
was  not  meant  to  be  taken  literally.  What  was  meant  was  that  the 
rich  man  should  not  be  a  slave  of  his  riches  but  instead  should  use 
them  for  a  Christian  purpose:  "He  who  holds  possessions,  and  gold, 

'"John  13:35.  Italics  inserted. 

™  Ante-Nicene  Christian  Library,  ed.  A.   Roberston  and  J.  Donaldson   (24  vols.; 

Edinburgh,  1868  ff.),  VIII,  On  the  Lord's  Prayer,  p.  412. 

M  Ibid.,  XI,  On  Female  Dress,  pp.  313-314. 
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and  silver,  and  houses,  as  the  gifts  of  God;  and  ministers  from  them 
to  the  God  who  gives  them  for  the  salvation  of  men;  and  knows  that 
he  possesses  them  more  for  the  sake  of  the  brethren  than  his  own; 
and  is  superior  to  the  possession  of  them,  not  the  slave  of  the  things 
he  possesses  ...  is  able  with  cheerful  mind  to  bear  their  removal 
equally  with  their  abundance."35  Alexandria,  in  Egypt,  where  Clement 
studied  and  taught,  was  one  of  the  leading  commercial  cities  of  the 
world  at  that  time.  No  doubt  it  contained  many  rich  men  who  found 
it  more  palatable  to  be  told  to  minister  from  their  wealth  to  God 
and  their  fellow  men  than  to  be  commanded  to  give  it  away. 

Over  the  years,  Rome  had  developed  much  as  Greece  had  done. 
The  self-sufficiency  of  the  early  family  and  tribal  units  had  given 
place  to  a  more  specialized  society,  with  exchange  between  different 
producers  and  a  growing  volume  of  international  trade.  A  tiny  state 
had  become  a  world  empire.  The  Romans  had  assimilated  much  of 
Greek  civilization  and  themselves  communicated  civilization  to  more 
backward  areas.  From  Christianity's  beginning  in  Judea,  missionaries 
—of  whom  Paul  was  an  outstanding  example— carried  the  new  doctrine 
elsewhere  throughout  the  Roman  dominions.  Under  Constantine,  who 
became  joint  emperor  in  305  and  was  sole  emperor  of  East  and  West 
from  325  to  337,  Christianity  became  the  official  religion.  The 
church  came  to  be  a  great  organization,  with  its  head,  the  pope, 
in  Rome,  and  its  bishops  and  churches  spread  throughout  the 
empire. 

Economic  changes  took  place.  In  the  rural  districts,  large  estates 
developed.  The  Mediterranean  Sea  carried  a  growing  volume  of 
trade.  Factories  appeared,  with  sizable  labor  forces  although  little 
machinery.  Often  the  workers  in  the  factories  were  slaves.  The  central 
government  undertook  large  building  projects,  planned  the  coloniza- 
tion of  frontier  districts,  and  taxed  the  subject  peoples  of  the  prov- 
inces for  the  benefit  of  the  Roman  populace.  At  one  time  in  the 
second  century,  provincial  grain  was  being  sold  to  the  Roman  poor 
at  half-price.  In  the  later  empire,  Diocletian  (emperor  284-305) 
issued  an  edict  fixing  maximum  prices  for  a  number  of  foods  and 
other  items,  to  relieve  distress  caused  by  poor  harvests.  Apparently, 
little  success  attended  this  measure.  Other  emperors,  including  Domi- 
tian  (emperor  81-96),  had  taken  similar  steps  in  times  of  scarcity. 
In  general,  however,  it  seems  that  it  was  Roman  practice  to  leave 
price  determination  to  market  bargaining. 

35  Ibid.,  XXII,  Pt.  ii,  193-197. 
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MEDIEVAL     EUROPE 


MEDIEVAL    SOCIETY 


Different  views  have  been  held  by  historians  con- 
cerning the  decline  of  the  Roman  power.  Some  have  supposed  that, 
as  the  central  European  barbarians  pressed  back  the  Romans  and 
took  over  the  territory  which  the  latter  had  occupied,  there  was  a 
complete  liquidation  of  Roman  institutions  and  their  replacement  by 
a  different  system.  Other  historians  have  thought  that  a  more  gradual 
change  took  place,  with  the  social  units  which  had  flourished  under 
the  Romans  continuing  to  exist  under  the  new  masters. 

Certainly  the  decline  of  Rome  meant  economic  and  cultural  re- 
cession. Roads  ceased  to  be  maintained  properly  and  travel  became 
more  hazardous  in  the  absence  of  Roman  power  to  maintain  order. 
Interarea  trade  declined  and  local  economic  units  became  more  self- 
sufficing.  Government  became  more  local,  with  control  in  the  hands 
of  a  territorial  chieftain  or  magnate.  Some  such  leaders,  more  ener- 
getic or  ambitious  than  their  fellows,  raised  themselves  to  power  over 
wide  areas.  Small  farmers  lived  in  settlements  surrounded  by  fields 
which  they  cultivated  co-operatively,  some  portions  for  their  own 
families  and  others  for  the  chieftains  or  lords  under  whose  jurisdiction 
thev  lived.  The  cultivators  joined  together  with  one  another  to  pro- 
vide the  labor  and  animal  power  necessary  for  cultivation.  The  cities 
which  were  in  existence  protected  themselves  as  well  as  they  could 
by  walls,  and  the  city  people  bargained  with  the  local  lords  for 
toleration  or  protection.  When  a  charter  specified  the  grant  or  rec- 
ognition of  certain  rights  by  a  feudal  lord  to  a  city,  this  did  not 
necessarily  mean  that  these  rights  had  been  in  the  lord's  hands 
previously.  All  the  charter  meant  may  have  been  that  the  citizens 
preferred  to  make  an  agreement  with  the  lord  rather  than  engage  in 
continual  bickering  or  fighting  with  him,  or  be  subjugated  by  him. 

Regulation  was  everywhere.  The  rights  of  a  man  or  group  of  men 
generally  were  those  which  had  become  sanctioned  by  custom.  Status 
was  more  important  than  contract.  Contract,  in  fact,  in  rural  society 
often  was  virtually  nonexistant.  Absolute  property  in  land  was  almost 
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or  entirely  unknown.  Between  the  king  and  the  great  lords  there  was 
a  two-way  relationship;  each  had  his  rights  and  also  his  duties  with 
respect  to  the  other.  The  same  is  true  of  the  relationship  which  existed 
between  the  landlord  and  peasant.  The  cultivators  were  often  serfs. 
Serfdom  seems  to  have  developed  gradually.  At  the  close  of  the 
Roman  period,  there  were  both  freemen  and  slaves  in  large  numbers; 
but  serfdom  was  unusual.  As  late  as  1100  in  England,  poor  free- 
men were  numerous.  By  1300  or  so,  serfdom  had  become  general  in 
England  and  throughout  western  Europe,  although  it  did  not  develop 
in  Russia  until  much  later.  Descendants  of  those  who  had  been  free 
cultivators  appear  to  have  become  serfs  and  so  had  descendants  of 
slaves.  Serfdom  developed  because  conditions  favored  it.  The  usual 
serf  was  a  cultivator  whose  rental  obligations  to  his  lord  had  become 
fixed  by  custom.  He  had  to  work  a  certain  number  of  days  a  week 
on  the  lord's  farm  land  and  also  to  make  certain  payments  in  goods, 
such  as  eggs.  The  legal  theory  may  have  been  that  the  serf  could  be 
"tallaged"  or  taxed  at  the  lord's  will,  but  ordinarily  custom  protected 
the  serf  from  any  real  enforcement  of  this  rule.  Hence,  whatever 
produce  remained  to  the  cultivator  after  his  customary  services  to 
the  lord  had  been  rendered  was  the  serf's  to  consume.  He  therefore 
had  an  incentive  to  produce  without  requiring  more  supervision  than 
was  practicable  under  the  prevailing  conditions. 

In  due  course,  serfdom  was  outmoded  by  social  change.  In  Eng- 
land it  became  profitable  to  produce  more  wool  to  supply  the  growing 
textile  industry,  which  was  first  located  in  Flanders  and  later  in 
England  itself.  This  meant  farming  on  a  larger  scale  than  the  self- 
sufficing  system  of  agriculture  which  had  existed  previously.  Some 
of  the  former  serfs  became  free  tenants  of  large  farms;  others  were 
dispossessed  of  their  land  or  became  dissatisfied  and  fled  to  the 
towns.  Much  has  been  made  by  some  historians  of  the  emancipation 
or  freeing  of  the  serfs,  and  politically  this  had  great  significance. 
Economically,  it  was  not  entirely  beneficial.  In  many  instances,  it 
meant  that  the  peasants  were  put  in  possession  of  tracts  of  land  which 
were  too  small  for  efficient  cultivation  under  the  conditions  that  came 
to  exist.  This  happened  in  Russia  after  the  emancipation  of  1861,  and 
it  had  occurred  earlier  in  many  parts  of  western  Europe.  We  see  here 
an  economic  reason  for  the  development  of  the  Russian  collective  or 
co-operative  farm,  in  which  the  small  holdings  of  numerous  peasants 
were  combined  for  operation  as  a  single  unit. 
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MEDIEVAL   CHRISTIAN   TEACHINGS 

Economic  discussion  took  appropriate  forms.  Much 
of  it  was  ethical,  as  well  as  economic.  Rights  and  duties  were  legal 
and  ethical  concepts,  although  they  affected  economic  relationships 
and  were  often  grounded  on  economic  considerations.  The  fount  of 
all  ethical  teaching  in  much  of  Europe  during  the  Middle  Ages  was 
the  Catholic  church.  The  philosophy  of  ancient  Greece  had  become 
virtually  unknown  in  western  Europe  but  the  Arabs  had  been  aware 
of  it;  and  it  was  carried  by  Arabian  scholars  into  Sicily  and  Spain 
with  the  Moslem  invasions. 

In  the  later  part  of  the  Middle  Ages,  we  find  two  great  teachers 
of  the  church,  Albertus  Magnus  (c.  1206-1280)  and  Thomas  Aquinas 
(c.  1225-1274),  synthesizing  the  Catholic  doctrine  with  the  teachings 
of  Aristotle.  Albertus  was  Aquinas'  teacher,  and  Aquinas  became  the 
leading  theologian  of  western  Europe.  Aristotle  had  believed  that 
man  was  social  in  his  nature,  and  Aquinas  accepted  this  view.  So- 
ciety was  an  organic  thing,  according  to  Aquinas,  and  man  had  to 
be  looked  upon  in  his  relationship  to  the  whole  organism.  He  had  a 
duty  to  others,  as  well  as  to  himself.  It  was  under  the  heading  of 
justice  in  Aquinas'  writings   that  economic  affairs  were  considered. 

Aquinas  said  that  private  property  was  desirable  for  three  reasons. 
The  first  referred  to  incentive,  "every  man  is  more  careful  to  procure 
what  is  for  himself  alone  than  that  which  is  common  to  many  or  to 
all:  since  each  one  would  shirk  the  labour  and  leave  to  another  that 
which  concerns  the  community,  as  happens  where  there  is  a  great 
number  of  servants."  The  second  and  third  reasons  had  reference  to 
the  preservation  of  order  in  society,  "human  affairs  are  conducted  in 
more  orderly  fashion  if  each  man  is  charged  with  taking  care  of 
some  particular  thing  himself,"  and  "a  more  peaceful  state  is  ensured 
to  man  if  each  one  is  contented  with  his  own."36 

Aquinas  went  on  to  say,  however:  "The  second  thing  that  is  com- 
petent to  man  with  regard  to  external  things  is  their  use.  In  this 
respect  man  ought  to  possess  external  things,  not  as  his  own,  but  as 
common,  so  that,  to  wit,  he  is  ready  to  communicate  them  to  others 
in  their  need."  He  added: 

36  The  Summa  Theologica  of  St.  Thomas  Aquinas,  trans,  the  Fathers  of  the  English 
Dominican  Province  (22  vols.;  London-  Burns  Oates  &  Washbourne  Ltd.,  and 
New  York:  Benziger  Brothers,  Inc.,  1911-1925),  Pt.  2,  Second  Pt.,  Q.  66,  Art.  2. 
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A  man  would  not  act  unlawfully  if  by  going  beforehand  to  the  play 
he  prepared  the  way  for  others:  but  he  acts  unlawfully  if  by  so  doing  he 
hinders  others  from  going.  In  like  manner  a  rich  man  does  not  act  unlaw- 
fully if  he  anticipates  someone  in  taking  possession  of  something  which  at 
first  was  common  property,  and  gives  others  a  share:  but  he  sins  if  he 
excludes  others  indiscriminately  from  using  it.  Hence  Basil  says  .  .  .  Why 
are  you  rich  while  another  is  poor,  unless  it  be  that  you  have  the  merit  of 
a  good  stewardship,  and  he  the  reward  of  patience?  .  .  .  When  Ambrose 
says:  Let  no  man  call  his  own  that  which  is  common,  he  is  speaking  of 
ownership  as  regards  use,  wherefore  he  adds:  He  who  spends  too  much  is 
a  robber.31 

Basil  ( c.  330-379 )  was  bishop  of  Caesaria  in  Asia  Minor,  and  Ambrose 
(c.  340-397)  was  bishop  of  Milan.  Both  these  leaders  of  the  church 
had  taken  the  view  that  private  property  was  un-Christian;  Aquinas 
was  qualifying  their  position.  He  thought  that  private  property  was 
unjust  only  if  it  were  so  used  as  to  exclude  or  injure  others.  The  right 
to  exclude  others,  however,  is  a  very  important  aspect  of  private 
property,  as  this  is  understood  today. 

Some  consideration  was  given  by  Aquinas  to  business  transactions. 
He  asked  what  was  justice  in  the  distribution  of  wealth  and  replied 
that  "in  distributive  justice  a  person  receives  all  the  more  of  the  com- 
mon goods,  according  as  he  holds  a  more  prominent  position  in  the 
community  ....  Hence  in  distributive  justice  the  mean  is  observed 
...  in  such  a  way  that  even  as  one  person  surpasses  another,  so  that 
which  is  given  to  one  person  surpasses  that  which  is  allotted  to  an- 
other." On  the  other  hand,  "in  commutations  [i.e.,  exchanges]  some- 
thing is  paid  to  an  individual  on  account  of  something  of  his  that  has 
been  received,  as  may  be  seen  chiefly  in  selling  and  buying  ....  Hence 
it  is  necessary  to  equalize  thing  with  thing,  so  that  the  one  person 
should  pay  back  to  the  other  just  so  much  as  he  has  become  richer 
out  of  that  which  belonged  to  the  other."38 

To  the  extent  that  commerce  existed  in  Aquinas'  time,  distributive 
justice  was  much  the  same  thing  as  commutative  justice,  because  the 
income  of  the  manufacturer  or  the  merchant  depended  on  the  price 
at  which  he  sold  his  goods.  When  he  talked  of  distributive  justice, 
Aquinas  was  justifying  people  receiving  incomes  in  accord  with  the 
stations  that  they  occupied  in  the  society  in  which  they  lived.  With 
respect  to  the  value  of  commodities  exchanged  in  the  market,  Aquinas 
spoke  of  the  price  as  just  provided  the  seller  was  not  at  a  loss  in  sell- 
ing his  goods.  On  the  other  hand,  if  the  buyer  received  a  great  ad- 

37  Ibid.  3S  Ibid.,  Q.  61,  Art.  2. 
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vantage  from  what  he  had  bought,  "he  may,  of  his  own  accord,  pay 
the  seller  something  over  and  above:  and  this  pertains  to  his  hon- 
esty."39 Aquinas  admitted  that  "the  just  price  of  things  is  not  fixed 
with  mathematical  precision,  but  depends  on  a  kind  of  estimate, 
so  that  a  slight  addition  or  subtraction  would  not  seem  to  destroy  the 
equality  of  justice."40  In  conclusion,  he  admitted  that  a  good  might 
be  sold  at  a  higher  price  than  its  cost,  when  its  owner  had  changed 
:t  so  as  to  make  it  worth  more  or  when  he  had  transported  it  from 
one  place  to  another,  and  also  when  the  value  of  the  good  had  altered 
with  time.  Here  are  the  "form  utility,"  the  "place  utility,"  and  the 
"time  utility"  familiar  to  modern  students  of  economics. 

On  the  subject  of  usury,  or  interest  on  loans,  Aquinas  followed 
Aristotle  in  condemning  it:  "To  take  usury  for  money  lent  is  in  just 
in  itself,  because  this  is  to  sell  what  does  not  exist,  and  this  evidently 
leads  to  inequality  which  is  contrary  to  justice."41  He  said  that  a  loan 
was  like  a  transfer  of  goods  and  used  examples  of  selling  wine  and 
wheat,  remarking  that  taking  interest  amounted  to  expecting  a  return 
in  interest  as  well  as  payment  of  the  sale  price.  He  opposed  the  taking 
of  interest  on  loans  made  for  consumption  purposes.  However,  he 
justified  renting  a  house,  on  the  ground  that  the  use  could  be  separated 
from  the  ownership.  He  also  said  that  paying  interest,  as  distinct  from 
receiving  it,  was  justified  when  money  was  borrowed  for  a  good 
purpose  from  a  person  who  was  a  professional  lender. 

To  the  idea  that  the  laws  or  regulations  of  a  civil  power  were 
necessarily  binding  on  members  of  the  society  which  it  claimed  to 
govern,  Aquinas  gave  a  firm  negative.  He  declared  that  "We  ought 
to  obey  God  rather  than  men.  Now  sometimes  the  things  commanded 
by  a  superior  are  against  God.  Therefore  superiors  are  not  to  be 
obeyed  in  all  things."42  This  judgment  of  Aquinas  is  of  significance 
in  connection  with  the  subject  matter  of  Chapter  16. 

The  fact  that  Aquinas  thought  it  pertinent  to  lay  down  rules  which 
the  good  Christian  should  follow  on  economic  and  other  matters  sug- 
gests that  social  conditions  called  for  them.  Medieval  records  are 
enlightening  on  this  subject.  There  was  much  less  specialization  in 
production  than  there  is  today,  and  transportation  was  less  well  de- 
veloped. A  large  proportion  of  the  total  transactions  took  place  directly 
between  producer  and  consumer.  Farmers  carried  produce  to  market 
to  sell  to  townsmen.  Craftsmen  made  goods  to  order,  or  carried  a 

39  Ibid.,  Q.  77,  Art.  1.  40  Ibid.  41  Ibid.,  Q.  78,  Art.  1. 

42  Ibid.,  Q.  104,  Art.  5. 
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small  stock  for  sale  to  customers  as  these  appeared.  What  Aquinas 
was  saying  was  that  the  buyer  or  the  seller  should  not  take  advantage 
of  the  other,  when  circumstances  made  this  possible.  That  this  oc- 
curred, at  times,  was  evident  from  records.  The  English  economist, 
J.  E.  Thorold  Rogers,  examined  price  data  from  1259  onward.  He 
found  that  in  1290,  which  was  a  year  of  dearth,  the  price  of  wheat 
was  more  than  double  what  it  had  been  in  1287,  a  year  of  plenty,  and 
that  the  prices  of  other  grains  differed  in  about  the  same  proportion 
between  the  two  years.  If  the  demands  for  such  products  were  in- 
elastic at  that  time,  as  they  are  now,  the  sellers  must  have  received 
more  money  for  smaller  quantities  of  grain  than  they  did  for  larger 
ones.  The  sellers  must  have  appeared  to  have  taken  advantage  of 
scarcity  to  enrich  themselves,  which  was  the  very  condition  that 
Aquinas  opposed.  Rogers  said  that  an  effect  of  the  Black  Death, 
which  swept  through  England  in  the  middle  1300's,  was  to  double 
the  rates  of  wages.  This  was  thoroughly  out  of  keeping  with  medieval 
opinion.  An  Ordinance  of  Labourers  (1349)  and  a  Statute  of  La- 
bourers ( 1351 )  ordered  the  laborers  to  work  at  the  old  wages.  What 
was  fixed  was  a  maximum;  no  minimum  was  prescribed.  The  intention 
of  the  government  seems  to  have  been  to  prevent  the  workers  from 
taking  advantage  of  the  scarcity  of  labor  caused  by  the  catastrophe 
to  raise  wages.  It  was  ordered  that  provisions  be  sold  at  reasonable 
prices.  Neither  the  regulation  concerning  wages  nor  that  for  provi- 
sions proved  effective.  Food  prices  continued  upward.  Wages  had 
doubled  before  the  statute  was  enacted  and,  although  they  were  re- 
duced, they  remained  fifty  per  cent  above  what  they  had  been  before 
the  Black  Death. 

Medieval  opinion  did  not  exclude  competition.  In  fact,  there  were 
attempts  to  enforce  competition.  "Engrossing"  was  forbidden  by  law. 
Engrossing  was  an  attempt  by  a  trader  to  get  a  large  portion  of  the 
total  supply  of  a  good  into  his  possession;  it  was  what  in  popular 
usage  nowadays  is  often  called  monopoly.  "Forestalling"  and  "re- 
grating"  were  also  forbidden.  The  former  took  place  when  traders 
bought  up  beforehand  commodities  which  were  being  taken  to  market; 
the  latter  occurred  when  a  trader  bought  to  sell  again  in  the  same 
market.  The  law  against  forestalling  and  regrating  usually  involved 
the  protection  of  the  consumer  in  his  right  to  deal  directly  with  the 
producer;  that  is,  the  consumer  and  the  producer  were  both  protected 
against  the  merchant  or  dealer  unless,  indeed,  the  consumer  and  pro- 
ducer were  separated  by  considerable  distance.  On  the  other  hand, 
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there  were  laws  and  regulations  which  required  traders  from  else- 
where to  offer  their  goods  to  local  merchants  rather  than  sell  them 
directly  to  consumers;  the  local  merchants  were  given  an  exclusive 
right  to  the  retail  trade.  Such  laws  as  these  can  be  explained  by  ref- 
erence to  the  common  medieval  view  that  each  member  of  the  society 
in  his  station  had  the  rights  and  duties  which  were  appropriate  to 
this  station;  he  had  to  give  the  services  that  had  come  to  be  expected 
from  a  person  who  followed  his  particular  employment  and  in  return 
he  had  a  right  to  be  protected  in  this  employment.  He  was  protected 
as  a  consumer  as  well  as  a  producer.  What  was  desired  was  justice 
for  everyone— not  a  justice  based  on  equality  but  one  whose  standard 
was  the  accustomed  way  of  living  for  the  person  or  class  concerned. 
This  sort  of  thinking  is  prevalent  again  in  our  own  society. 

Conditions  in  the  Middle  Ages,  however,  were  not  uniform.  Cus- 
tomary rules  operated  rather  effectively  in  the  rural  communities  and 
in  the  settled  manufactures  of  the  towns,  but  they  were  often  ineffec- 
tive in  relation  to  trade.  An  ambitious  and  energetic  young  man  who 
was  dissatisfied  with  the  station  in  which  he  had  been  born  could 
take  flight,  get  employment  so  as  to  furnish  himself  with  a  small 
capital,  and  seek  a  greater  fortune,  possibly  in  trade.  The  English 
legend  of  Dick  Whittington  exemplifies  this  situation.  The  Jew,  ex- 
cluded by  law  or  custom  from  many  medieval  occupations,  could 
engage  in  moneylending  and  perhaps  make  a  large  fortune.  Andreas 
and  Jakob  Fugger  were  fifteenth-century  examples.  The  rules  laid 
down  by  Thomas  Aquinas  applied  to  Christians  but  not  to  Jews,  and 
even  kings  sometimes  were  so  hard  pressed  for  money  that  they  paid 
high  rates  of  interest  to  Jewish  moneylenders. 


THE    BEGINNINGS     OF     MODERN    TIMES 

The  Middle  Ages  are  often  referred  to  as  the  "Dark 
Ages."  What  is  meant  is  that  they  were  a  time  of  intellectual  igno- 
rance, in  comparison  with  the  relative  enlightenment  which  character- 
ized ancient  Greece  and  Rome.  This  view  assumes  that  the  central 
European  barbarians  who  overwhelmed  the  Roman  Empire  destroyed 
Roman  civilization,  and  that  the  rebuilding  of  civilization  was  a  very 
slow  process.  There  is  much  truth  in  such  a  view  but  perhaps  not 
so  much  as  its  more  extreme  protagonists  have  believed. 
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THE   RENAISSANCE   AND   SOCIAL   CHANGE 

The  transition  from  medieval  to  modern  times  is 
commonly  referred  to  as  the  Renaissance.  The  word  means  literally 
rebirth.  What  is  supposed  to  have  been  reborn  is  knowledge.  With 
knowledge,  there  came  civilization.  Yet  the  transition  period  can  be 
regarded  also  as  one  of  decay.  The  late-medieval  combination  of  a 
unified  church  (the  Roman  Catholic  church)  and  a  unified  empire 
(the  Holy  Roman  Empire)  was  losing  its  power  and  appeal.  There 
was  dissatisfaction  with  some  of  the  doctrines  and  especially  with 
the  practices  of  the  Roman  church.  The  Holy  Roman  emperors— 
before  they  became  emperors— were  feudal  lords  rather  than  kings 
in  the  modern  sense.  Unity  of  the  empire  tended  to  rest  on  the 
strength  of  particular  emperors  rather  than  on  the  existence  of  the 
empire,  as  such.  The  spread  of  the  Mohammedan  power  had  not 
only  threatened  the  existence  of  the  eastern  or  Byzantine  Empire, 
centered  on  Constantinople,  but,  having  conquered  northern  Africa, 
the  Mohammedans  had  also  spread  into  Spain  and  Sicily.  If  in  Spain 
they  had  been  driven  back,  at  the  eastern  end  of  the  Mediterranean 
they  had  further  success,  with  Constantinople  falling  in  1453. 

Feudalism  had  suffered  heavy  losses  in  the  Crusades.  In  England, 
it  destroyed  itself  in  the  Wars  of  the  Roses,  the  end  of  which,  in  1485, 
left  the  royal  power  dominant  in  that  country.  From  being  a  feudal 
superior,  the  king  of  England  became  a  national  monarch.  The 
religious  wars  which  accompanied  the  Reformation  on  the  continent 
of  Europe  weakened  feudalism  there  also. 

The  economic  scene  was  changing.  The  commutation  of  services 
for  money  payments  was  proceeding  in  England  even  before  the 
Black  Death,  both  as  between  peasant  and  lord  and  as  between  lord 
and  king.  The  Black  Death  may  have  interrupted  the  process  of 
commutation,  but  ultimately  it  continued  to  completion.  Instead  of 
the  services  of  government  and  defense  being  furnished  through  the 
agency  of  feudal  duties,  they  became  part  of  a  money  economy.  The 
king  collected  taxes,  and  he  paid  government  officials  and  members 
of  the  military  forces.  At  first,  mercenaries  were  employed  for  war 
purposes;  later,  the  citizens  were  enlisted  voluntarily  or  by  levy.  A 
service  economy  in  government  gave  place  to  a  market  or  money 
economy. 

In  the  meantime,   commerce  and  industry  were  expanding.   The 
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enterprise  of  the  Spanish  and  Portuguese  led  to  a  great  widening  of 
the  geographical  horizon.  In  1492  Christopher  Columbus  sailed  to 
the  West  Indian  Islands  on  behalf  of  the  government  of  Spain.  The 
king  of  Portugal  in  1497  sent  Vasco  da  Gama  on  a  voyage  round  the 
Cape  of  Good  Hope  to  India.  Ferdinand  Magellan  sailed  westward 
from  Spain  in  1519,  rounded  South  America,  and  got  as  far  as  the  Phil- 
ippines, where  he  was  killed;  but  the  expedition  which  he  commanded 
completed  a  round-the-world  voyage  by  continuing  westward  south 
of  the  Cape  of  Good  Hope;  it  reached  Spain  again  in  1522.  Thus, 
trade  routes  were  opened  from  Europe  both  eastward  and  westward. 
For  a  harassing  and  risky  overland  trade  with  Asia  there  was  substi- 
tuted a  relatively  easy  sea  route,  which,  moreover,  was  free  from 
menace  by  the  Mohammedans. 

In  the  1300's,  England  was  still  exporting  her  wool  for  manufacture 
into  cloth  in  Flanders.  By  the  1500's,  English  cloth  manufacture  was 
sufficiently  advanced  that  there  was  a  large  export  of  cloth  to  the 
continent  of  Europe,  engaged  in  by  the  Merchant  Adventurers 
Company.  Cities,  growing  in  size  and  importance,  were  proving  use- 
ful allies  to  the  kings  in  their  conflicts  with  the  feudal  barons.  The 
cities  wanted  to  free  themselves  from  feudal  jurisdiction  because 
their  residents  preferred  paying  taxes  to  rendering  feudal  services; 
they  also  wished  to  secure  self-government. 

A  technical  advance  was  to  accomplish  much.  Printing  from  blocks 
was  known  in  China  as  early  as  the  ninth  century.  Printing  from 
moveable  type  was  practiced  in  Germany  around  1450  and  the  art 
spread  quickly  to  other  countries.  Previously,  reading  had  been  limited 
to  a  few  educated  people  and  it  had  been  necessary  to  copy  manu- 
scripts laboriously  for  their  use.  The  printing  press  made  the  repro- 
duction of  reading  matter  infinitely  easier. 

Knowledge  was  advancing,  but  it  was  doing  so  under  difficulties. 
Often  churches  or  kings  interfered  with  what  was  printed  or  taught. 
This  problem  is  at  least  as  old  as  Socrates  and  is  still  with  us  today. 
When,  early  in  the  sixteenth  century,  Nicolaus  Copernicus,  one  of 
the  great  pioneers  of  astronomy,  discovered  that  the  earth  moved 
round  the  sun,  he  dedicated  to  the  Pope  the  treatise  that  he  published 
shortly  before  his  death  explaining  the  discovery,  in  the  hope  that 
what  he  wrote  might  be  found  acceptable.  Yet,  when  a  century  later 
another  astronomer,  Galileo  Galilei,  supported  the  Copernican  theory, 
he  was  tried  by  the  church  and  exiled. 
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THE   REFORMATION 

The  Protestant  Reformation  began  as  a  protest  move- 
ment within  the  Roman  Catholic  church  against  abuses  which 
had  arisen  in  the  church.  Martin  Luther  (1483-1546)  posted  a  state- 
ment of  his  criticisms  on  a  church  door  in  Wittenberg  in  1517.  His 
was  not  the  first  such  movement  of  protest  but,  unlike  the  earlier 
ones,  it  led  to  a  major  break  away.  The  unity  of  the  western  church 
was  destroyed.  The  leading  reformed  churches  became  national  organ- 
izations and  frequently  showed  the  same  intolerance  of  convictions 
differing  from  their  own  as  the  Roman  church  before  them.  For,  once 
the  precedent  of  successful  revolt  had  been  established,  there  was 
no  end  to  schism.  More  and  more,  the  precedent  of  individual  inter- 
pretation of  the  Christian  teachings  was  followed.  New  organizations 
separated  from  those  already  in  existence.  Furthermore,  a  fresh  factor 
had  appeared.  Luther's  translation  of  the  Bible  into  the  German 
language  made  this  available  to  Germans  who  were  unable  to  read 
Latin;  and  about  the  same  time  printed  Bibles  appeared  in  English 
also.  Other  translations  were  made.  The  Bible  was  now  open  to  all 
to  read  and  interpret;  and  popular  interpretation  led  to  further 
differences  of  opinion  within  the  churches. 

It  happened  that  the  Reformation  achieved  success  in  the  northern 
European  countries.  Luther  himself  was  conservative  in  his  interpre- 
tations of  the  Christian  teachings;  but  there  were  others  among  the 
reformers'  leaders  who  were  more  sympathetic  to  trade  and  industry 
than  the  Roman  Catholics  and  the  Lutherans  appeared  to  be.  This 
was  particularly  true  of  John  Calvin  (1509-1564)  and  his  followers. 
Calvin  had  taken  sides  with  Luther  and  his  supporters  in  the  reform 
movement.  He  moved  from  France  to  Geneva,  where  he  developed 
what  was  essentially  a  theocratic  government  (i.e.,  government  by 
church).  Geneva  was  a  trading  city,  and  among  the  followers  of 
Calvin  were  many  men  who  made  their  livings  by  trade  and  industry, 
as  distinct  from  the  landed  nobility  and  others  who  were  among 
Luther's  leading  adherents.  Through  John  Knox  (c.  1505-1572),  who 
for  a  short  time  was  a  pastor  at  Geneva,  the  Reformation  in  Scotland 
was  given  a  Calvinist  tinge.  Calvin,  through  Knox,  can  be  counted  as 
one  of  the  founders  of  Scottish  Presbyterianism. 

As  far  as  he  could,  Knox  used  his  influence  to  mold  the  Protestant- 
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ism  of  the  established  English  church;  but  there  were  many  English 
Protestants  who  disliked  the  doctrines  and  practices  of  that  church, 
and  who  either  inside  or  outside  its  organization  espoused  ideas  that 
were  in  some  respects  similar  to  those  of  the  Calvinists.  Principal 
among  these  English  Protestants  were  the  "Puritans,"  who  are  said 
to  have  been  given  this  name  in  derision  because  they  claimed  to  be 
guided  by  the  "pure  word  of  God,"  and  the  "Nonconformists,"  so 
called  because  they  refused  to  conform  or  declare  assent  to  the  Church 
of  England's  Book  of  Common  Prayer  and  therefore  had  to  leave 
their  church  positions.  The  Puritans  formed  a  supporting  group  behind 
the  Commonwealth  government  of  Cromwell  in  the  middle  1600's; 
the  Nonconformists  were  influential  later  in  the  same  century  in 
opposing  the  attitude  on  religion  taken  by  the  English  kings,  Charles 
II  and  James  II.  Such  groups  were  responsible  for  some  of  the  early 
emigration  from  Europe,  especially  from  England,  to  the  North 
American  colonies,  including  the  Mayflower  contingent.  In  the  Ameri- 
can colonies,  there  was  the  same  conflict  between  the  Puritan  settlers 
and  the  royal  administration  and  its  supporters,  as  had  existed  in 
England  between  the  Puritans  and  Nonconformists  on  one  hand  and 
the  established  church  and  the  government  on  the  other. 

ECONOMICS   AND   THE   PROTESTANT   ETHIC 

Puritanism  can  be  described  as  a  bleak  religion.  The 
historian  Thomas  Macaulay  said  that  the  Puritans  opposed  bear- 
baiting  not  because  they  wished  to  avoid  cruelty  to  the  bear  but 
because  they  did  not  want  the  spectators  to  enjoy  themselves.  He 
criticized  their  stern  mien  and  simplicity  of  dress.  Macaulay  was  a 
prejudiced  observer,  but  there  was  considerable  truth  in  his  view. 
This  is  made  evident  from  a  perusal  of  such  a  book  as  the  Christian 
Directory  of  Richard  Baxter  (1615-1691). 

Baxter  was  an  English  Nonconformist  clergyman;  the  full  title  of 
his  book  was  A  Christian  Directory:  Or  a  Summ  of  Practical  Theologie, 
and  Cases  of  Conscience  (1673).  Not  an  outstanding  book  in  itself, 
as  books  go,  nevertheless  it  is  worth  quoting  at  some  length  as  ex- 
emplifying the  economic  thought  of  Calvinism,  Puritanism,  and  Non- 
comformity.  Baxter  considered  in  this  book  the  problem  of  economic 
behavior.  How  were  Christian  men  and  women  to  order  their  lives 
with  respect  to  making  a  living?  He  said  that  labor  was  necessary: 

The  publick  welfare,  or  the  good  of  many,  is  to  be  valued  above  our 
own.  Every  man  therefore  is  bound  to  do  all  the  good  he  can  to  others, 
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especially  for  the  Church  and  Commonwealth:  And  this  is  not  done  by 
Idleness,  but  by  Labour!43 

Inquiring  what  labor  was  necessary,  he  answered  that  the  Christian 
should  perform  such  labor  as  "shall  employ  the  faculties  of  the  soul, 
and  body,  and  be  profitable  (as  far  as  may  be)  to  others  and  our 
selves."  "Labour  and  diligence  do  keep  the  mind  upon  a  lawful  em- 
ployment, and  therefore  keep  out  many  dangerous  temptations,  and 
keep  the  thoughts  from  vanity  and  sin."  Asking  whether  the  possession 
of  wealth  should  excuse  a  man  from  labor,  he  gave  his  answer  in  the 
negative.  Riches,  he  said,  should  bind  a  man  the  more  to  labor,  be- 
cause "he  that  hath  most  wages  from  God,  should  do  most  work." 

Baxter  said  that  the  Christian  man  ought  to  follow  a  "calling," 
that  is  to  say,  engage  in  a  regular  trade  or  profession.  By  doing  this, 
he  would  work  constantly,  acquire  more  skill,  work  more  easily,  and 
make  the  best  provision  for  himself.  As  between  different  callings, 
he  should  make  his  choice  according  to  the  merit  of  the  various 
callings  which  were  open  to  him.  The  professions  of  magistrate, 
pastor,  and  teacher,  Baxter  placed  at  the  head  of  his  list,  with  seaman 
and  clothier  lower  down,  and  such  employments  as  tobacco  selling 
and  wig  making  at  the  bottom  of  the  list.  With  respect  to  occupations 
like  those  last-named,  Baxter  remarked  that  a  man  should  be  loth 
to  enter  an  employment  of  this  kind:  "It  is  a  great  satisfaction  to  an 
honest  mind,  to  spend  his  life  in  doing  the  greatest  good  he  can;  and 
a  prison  and  constant  calamity  to  be  tyed  to  spend  ones  life  in  doing 
little  good  at  all  to  others,  though  he  should  grow  rich  by  it  him- 
self."44 

The  good  of  the  soul  should  be  placed  above  wealth:  when  two 
callings  equally  conduced  to  the  public  good,  and  one  of  them  had 
the  advantage  of  riches  while  the  other  was  to  the  soul's  advantage, 
the  latter  should  be  preferred.  (By  the  soul's  advantage,  Baxter 
evidently  meant  personal  salvation. )  He  illustrated  this  by  comparing 
divinity  and  law  as  professions,  concluding  that  divinity  was  the 
better  choice.  Provided  the  public  good,  the  soul's  advantage,  and 
the  needs  of  bodily  health  were  satisfied,  monetary  returns  need  not 
be  disregarded.  Indeed,  in  a  sense,  the  individual  should  seek  them 
as  a  matter  of  duty: 

It  is  lawful  and  meet  to  look  at  the  commodity  [i.e.,  monetary  advan- 
tage] of  your  Calling  in  the  third  place,  (that  is,  after  the  publick  good, 
and  after  your  personal  good  of  soul  and  bodily  health.)  Though  it  is  said 

43 A  Christian  Directory  (London,  1673),  p.  448. 
''Ibid.,  p.  449. 
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.  .  .  Labour  not  to  be  rich:  the  meaning  is,  that  you  make  not  Riches  your 
chief  end:  Riches  for  our  fleshy  ends  must  not  ultimately  be  intended  or 
sought.  But  in  subordination  to  higher  things  they  may:  That  is,  you  may 
labour  in  that  manner  as  tendeth  most  to  your  success  and  lawful  gain: 
You  are  bound  to  improve  all  your  Master's  Talents  ....  If  God  shew  you  a 
way  in  which  you  may  lawfully  get  more  than  in  another  way  (without 
wrong  to  your  soul,  or  to  any  other)  if  you  refuse  this,  and  choose  the  less 
gainful  way,  you  cross  one  of  the  ends  of  your  Calling,  and  you  refuse  to  be 
God's  Steward,  and  to  accept  his  gifts,  and  use  them  for  him  when  he 
requireth  it:  You  may  labour  to  be  Rich  for  God,  though  not  for  the 
flesh  and  sin.45 

Later  in  his  book,  Baxter  asked,  "Is  it  a  duty  to  desire  and  endeavour 
to  get,  and  prosper,  and  grow  rich  by  our  labours;  when  Solomon 
saith,  Labour  not  to  be  rich?"  He  gave  his  answer  thus: 

It  is  a  sin  to  desire  Riches  as  worldlings  and  sensualists  do,  for  the  provi- 
sion and  maintenance  of  fleshy  lusts,  and  pride:  But  it  is  no  sin,  but  a  duty, 
to  labour  not  only  for  labour  sake  .  .  .  but  for  that  honest  increase  and  pro- 
vision, which  is  the  end  of  our  labour;  And  therefore  to  choose  a  gainful 
calling  rather  than  another,  that  we  may  be  able  to  do  good,  and  relieve 
the  poor.  .  .  .  Let  him  labour,  working  with  his  hands  the  thing  that  is 
good,  that  he  have  to  give  to  him  that  needeth.46 

Acceptance  of  the  desirability  of  choosing  the  "gainful  calling"  un- 
doubtedly fostered  the  commercial  spirit  among  the  Noncomformists, 
from  whom  are  descended  the  present-day  Wesleyans  of  England 
and  the  Methodists  of  England  and  America. 

Baxter  attacked  luxurious  living.  He  spoke  of  the  "sin  of  prodigality." 
It  represented  a  waste  of  what  God  had  given  and  also  a  robbing  of 
the  poor.  "It  is  an  inhumane  vice,  to  waste  that  upon  pleasures,  pride 
and  needless  things,  which  so  many  distressed  persons  stand  in  need 
of."  It  injured  the  Commonwealth.  "It  is  a  spending  Gods  gifts  to  feed 
those  lusts  which  he  abhorreth,"  and  it  caused  others  to  engage  in 
labor  that  was  unprofitable  (to  the  soul).  Lastly,  "it  prepareth  a  sad 
account,  for  these  wretches  when  they  must  answer  at  the  Bar  of 
God,  how  they  have  used  all  his  gifts  and  talents."47  In  the  edition 
of  his  Christian  Directory  which  was  published  in  1678,  Baxter  went 
so  far  as  to  speak  of  poverty  as  "a  just  and  merciful  chastisement  of 
God  to  cure  the  sin"  of  idleness.  If  this  were  how  poverty  was  to  be 
regarded,  it  certainly  could  not  have  seemed  very  sensible  to  use 
one's  wealth  to  help  the  poor,  at  least  if  the  poor  were  able-bodied. 

This  last  point  particularly,  as  well  as  Baxter's  book  taken  as  a 

45  Ibid.,  p.  450.         4,!  Ibid.,  Pt.  IV,  146-147.  This  part  is  paged  separately. 
47  Ibid. 
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whole,  lend  support  to  the  thesis  which  was  advanced  in  our  own 
century  by  the  German  economist  and  sociologist,  Max  Weber,  in  an 
essay  entitled  Die  protestantische  Ethik  und  der  Geist  der  Kapitalis- 
mus  ("The  Protestant  Ethic  and  the  Spirit  of  Capitalism,"  1904- 
1905).  Weber  argued  in  this  work  that  Protestantism  was  responsible 
for  the  rise  of  capitalism  in  northern  Europe.  His  argument  was  that 
Calvinism  encouraged  the  individual  to  work  assiduously  at  a  calling 
and  to  avoid  unnecessary  expenditure  in  his  living.  An  indiscriminate 
giving  to  the  poor  would  encourage  laziness  on  their  part.  Thus,  the 
Christian  man  would  accumulate  wealth,  and  about  all  he  could  do 
with  it  would  be  to  use  it  for  business  expansion. 

On  the  face  of  things,  there  seems  to  be  some  truth  in  Weber's 
view.  Groups  such  as  the  Presbyterians,  the  Methodists,  and  the 
Quakers— to  mention  sects  that  have  been  important  in  the  history 
of  the  English-speaking  countries— have  all  shown  in  their  ideology 
elements  of  the  Protestant  ethic  as  Weber  described  it.  Yet,  an  opposite 
thesis  to  Weber's  can— and  has  been— maintained,  namely,  that  among 
commercially-minded  people  Protestantism  developed  characters  fa- 
vorable to  the  development  of  capitalism.  It  must  be  remembered, 
too,  that  there  were  factors  other  than  the  religious  difference  which 
help  to  explain  why  Protestant  northern  Europe  advanced  industrially 
to  a  greater  extent  than  did  the  Catholic  countries  to  the  south.  The 
Protestant  North  fronted  on  the  ocean  and  was  well  placed  for 
colonial  trade.  England,  at  least,  was  free  from  internal  disturbance 
by  war.  The  northern  climate  may  have  been  more  conducive  to 
industrial  activity  than  the  relaxing  southern  climate  had  proved  to 
be.  The  problem  of  cause  and  effect  in  social  change  is  far  from 
being  a  simple  one. 


USURY 

Even  before  the  Reformation,  a  shift  had  taken  place 
in  opinion  on  usury,  or  interest  on  loans  and  investments.  During 
much  of  the  Middle  Ages,  the  Roman  Catholic  church  had  opposed 
usury.  Aristotle  had  argued  against  it;  so  had  Matthew  in  his  gospel, 
so  had  Aquinas.  As  time  passed,  church  rules  against  usury  had  come 
to  be  reinforced  by  laws  enacted  by  governments.  This  was  reason- 
able enough,  so  long  as  production  was  largely  self-sufficing  and  such 
loans  as  were  made  usually  were  for  consumption  purposes.  However, 
toward  the  close  of  the  Middle  Ages  when  trade  and  industry  became 
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more  specialized,  the  situation  altered.  Productive  investments  became 
more  feasible  and  indeed  necessary  if  larger-scale  industry  were  to 
develop.  Under  these  conditions,  scholars  began  to  look  for  arguments 
which  would  justify  interest  in  appropriate  circumstances.  Partner- 
ships and  loans  where  risk  or  managerial  functions  were  involved, 
contracts  for  sale  and  later  resale  subject  to  a  price  difference  which 
amounted  to  interest,  loans  with  a  short  interest-free  period  and  a 
penalty  for  deferred  repayment,  and  sales  of  rent  charges— all  these 
came  to  be  tolerated. 

After  the  Reformation,  the  Calvinists  particularly  showed  a  more 
favorable  attitude  to  interest  than  had  the  medieval  Roman  Catholic 
church.  The  French  jurist,  Charles  Dumoulin,  or  Molinaeus  (1500- 
1566),  who  had  turned  Calvinist,  had  denied  that  interest  in  itself 
was  sinful.  Calvin  himself  wrote  a  letter  on  the  subject  which  was 
made  public  in  1575.  While  he  did  not  give  a  general  condemnation 
to  usury,  neither  did  he  give  unqualified  approval.  He  did  not  approve 
money  lending  as  a  business.  He  said  that  interest  should  not  be 
demanded  of  those  in  need  and  that,  when  interest  was  paid  on  a 
productive  loan,  the  borrower  should  obtain  at  least  as  much  for 
his  labor  as  he  paid  in  interest  on  the  loan. 

It  is  often  said  that  the  condition  in  which  western  Europe  found 
itself,  with  the  Catholics  condemning  usury  save  in  exceptional  cir- 
cumstances and  the  Calvinists  permitting  it  except  under  stated 
conditions,  was  much  the  same  in  its  results  among  the  two  groups. 
This  is  not  altogether  true.  The  general  rules  were  different— a  ban 
as  opposed  to  a  permission— and  the  impact  of  the  difference  in  rules 
probably  had  an  effect  which  overrode  the  influence  of  what  may  be 
called  the  "small  print"  qualifications. 

Commerce  and  industry  were  expanding  in  Britain  and  parts  of 
northwestern  Europe,  yet  capital  was  scarce.  It  has  been  estimated 
that  it  took  the  English  population  the  four  hundred  years  between 
1100  and  1500  to  grow  from  a  million  and  a  half  to  three  million,  but 
only  a  little  over  two  hundred  years  (to  the  early  1700's)  to  double 
again  to  six  million,  and  about  a  hundred  years  (to  1821)  to  reach 
twelve  million.  An  accelerating  population  expansion  of  this  kind  must 
have  been  accompanied  by  a  growing  capital  requirement,  especially 
when  there  was  increasing  industrialization.  Under  such  conditions, 
economic  forces  favored  justifying  the  payment  and  receipt  of  interest 
on  productive  loans  and  investments. 
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RURAL   CHANGE   AND   ECONOMIC    SECURITY 

The  shift  in  the  English  wool  trade  from  export  of 
the  raw  material  to  export  of  the  finished  product  was  attended  both 
by  expansion  of  the  textile  manufacture  and  by  its  spread  to  the  rural 
districts.  A  factor  of  early  influence  here  was  the  continuance  in  the 
cities  of  the  regulatory  practices  which  went  back  to  the  medieval 
guilds.  Location  in  the  country  meant  escape  from  city  regulation. 
Spinning  and  weaving  became  family  industries  in  many  rural  areas, 
with  all  members  of  a  family  old  enough  to  work  joining  in  to  supply 
the  necessary  labor.  On  the  farms,  comparable  changes  took  place. 
Medieval  agriculture  had  been  characterized  by  large,  open  fields, 
cultivated  by  teams  provided  co-operatively  by  members  of  the  village 
communities  around  which  the  fields  lay.  This  arrangement  did  not 
lend  itself  readily  to  sheep  grazing.  Hence,  there  was  a  move  to 
enclose  the  fields  and  use  them  for  pasture  farming.  Even  for  culti- 
vation, the  open  fields  had  disadvantages.  When  the  cultivators  worked 
together  in  teams  and  the  produce  depended  on  collective  effort, 
there  was  less  incentive  to  work  efficiently  than  when  each  man  had 
his  own  fields  or  plots.  The  customary  system  of  farming  did  not 
allow  for  new  crops  of  other  innovations. 

Observers  started  to  criticize  the  old  system.  We  find  such  an 
early  English  writer  on  agriculture  as  Thomas  Tusser  (c.  1524-1580) 
arguing  in  favor  of  "pasture  in  several"  (that  is  to  say,  individual 
plots,  put  in  grass  for  sheep  farming)  as  opposed  to  "champion" 
fields  (the  old  system): 

More  profit  is  quieter  found 

(where  pastures  in  several  be) 
Of  one  silly  acre  of  ground 

than  champion  maketh  of  three. 
Again  what  a  joy  is  it  known 

when  men  may  be  bold  of  their  own.48 

Men  being  "bold  of  their  own"  referred  to  what  now  might  be  called 
private  enterprise  in  farming,  as  distinct  from  the  ancient  system  of 
customary  farming  in  which  each  man's  plots  were  cultivated  collec- 
tively.   Observers   were   not  wanting,   however,   who    lamented   the 

48  Five  Hundreth  Pointes  of  Good  Husbandrie,  1573  and  later  editions.  "Silly" 
here  means  simple. 
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passing  of  the  social  security  which  the  older  system  had  conferred 
on  the  people,  and  who  dwelled  on  the  plight  of  landless  laborers 
who  were  unable  to  find  employment.  The  problem  of  unemploy- 
ment was  pressing  at  times  in  the  sixteenth  century  and  afterward. 
In  the  older  system  of  subsistence  farming  with  the  cultivation  done 
collectively,  a  peasant  could  be  assured  of  a  living  of  sorts,  failing 
a  calamity  affecting  the  entire  village.  Once  the  peasant  became  a 
paid  laborer,  his  livelihood  depended  on  his  having  a  job.  The  medie- 
val guild  had  furnished  aid  to  the  city  craftsman  in  sickness  and  pov- 
erty; the  monastery  had  given  bed  and  board  to  the  wanderer  who  was 
looking  for  work.  The  guilds  were  disappearing,  and  the  monasteries 
had  been  dissolved.  In  the  sixteenth  century  English  society  was  pay- 
ing the  price  of  labor  specialization  in  a  changing  social  environment. 
With  the  growth  of  national  government,  the  medieval  system  of 
social  control,  which  had  centered  on  the  village  or  the  estate  and 
on  the  city  municipality,  was  altered.  Regulation  remained  but  it  was 
placed  on  a  national  basis.  This  change,  its  various  facets,  and  the 
theories  behind  it,  form  the  subject  matter  of  the  following  chapter. 
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MERCANTILISM 


The  system  now  called  mercantilism  was  a  loosely 
knit  body  of  ideas  and  practices  which  prevailed  in  western  European 
countries  and  their  overseas  dependencies  from  around  1500  to  per- 
haps 1800.  Dates  such  as  these  must  be  taken  generally.  Mercantilism 
developed  and  declined  gradually;  timing  varied  in  different  places 
and  with  the  several  features  of  the  system.  Mercantilism,  in  some 
of  its  aspects,  is  well  described  as  the  economic  counterpart  of  po- 
litical nationalism,  and  nationalism  itself  became  a  force  at  different 
times  in  the  various  countries.  England  and  Spain  became  nations, 
in  the  modern  sense,  rather  early;  Italy  very  late.  It  is  usual  to  date 
English  mercantilism  from  the  end  of  the  Wars  of  the  Roses  and  the 
accession  to  the  throne  of  King  Henry  VII  in  1485;  but  there  were 
statements  and  measures  which  savored  of  mercantilism  long  before 
that  date.  The  height  of  English  mercantilism  can  be  put  in  Eliza- 
beth's reign  (later  1500's)  and  through  the  Stuart  period  in  the  1600's. 
It  was  not  until  the  first  half  of  the  nineteenth  century  that  certain  main 
pieces  of  mercantilist  legislation  were  removed  from  the  British 
statute  books,  although  some  of  these  had  become  inoperative  long 
before  that  time.  In  Spain,  the  1500's  and  1600's  saw  mercantilism  in 
its  most  complete  expression.  The  ministry  of  Colbert,  which  lasted 
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through  most  of  the  latter  half  of  the  1600's,  witnessed  the  peak  of 
the  system  in  France. 


THE    NATURE    OF     MERCANTILISM 

Adam  Smith  spoke  of  "the  commercial  or  mercantile 
system,"  and  it  was  his  description  which  gave  the  system  its  name. 
Long  before  Smith,  Francis  Bacon  (Baron  Verulam  and  Viscount 
St.  Albans,  1561-1626)  had  looked  differently  at  what  Smith  called 
the  "mercantile  system."  Bacon,  an  English  statesman  and  philosopher 
who  lived  in  mercantilist  times,  interpreted  the  mercantile  system  in 
terms  of  a  political  objective.  In  his  History  of  the  Reign  of  King 
Henry  the  Seventh  (1622),  Bacon  said: 

The  king  also,  having  care  to  make  his  realm  potent,  as  well  by  sea  as 
by  land,  for  the  better  maintenance  of  the  navy,  ordained,  "That  wines  and 
woads  from  the  parts  of  Gascoign  and  Languedoc  should  not  be  brought 
but  in  English  bottoms;"  bowing  the  ancient  policy  of  this  estate,  from 
consideration  of  plenty  to  consideration  of  power.1 

According  to  Bacon,  the  purpose  of  mercantilism  was  to  attain  national 
power. 

A  pioneer  student  of  English  economic  history,  William  Cunning- 
ham (1849-1919),  gave  a  different  interpretation  of  mercantilism.  He 
wrote  as  follows: 

While  the  structure  of  society  was  being  recast,  and  the  recognized 
principles  of  economic  morality  were  only  derided,  there  seemed  to  be 
complete  moral  chaos;  but  there  was  one  factor  which  was  strong  enough  to 
reduce  the  anarchy  to  order  again;  men  were  forced  in  their  dealings  to 
have  a  due  regard  to  the  power  of  the  slate;  this  is  the  central  idea  in  the 
commercial  systems  of  the  Reformation  and  post-Reformation  periods.2 

According  to  Cunningham,  the  Protestant  Reformation  had  brought 
an  end  in  the  countries  which  accepted  it  to  the  moral  dominance 
that  had  been  exercised  by  the  Roman  Catholic  church— a  dominance 
which  had  made  Roman  Catholic  views  on  economic  regulation 
common   to    all    western    Europe.    Cunningham    said   that   national 

1  The  Moral  and  Historical  Works  of  Lord  Bacon  (London:  Bonn's  Library,  1862), 
p.  361. 

2  The  Growth  of  English  Industry  and  Commerce  During  the  Early  and  Middle 
Ages  (3rd  ed.;  Cambridge:  Cambridge  University  Press,  1896),  p.  467. 
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governments  stepped  into  the  breach.  Dealing  primarily  with  mer- 
cantilism in  England,  his  interpretation  probably  had  more  applica- 
tion to  England  than  to  some  other  countries. 

With  this  view  in  mind,  it  is  possible  to  regard  mercantilism  as 
a  nationalization  of  regulation.  Economic  rule  making  had  been 
largely  local  at  the  close  of  the  middle  ages.  Manorial  courts  in  the 
rural  districts  and  guilds  and  municipal  councils  in  the  towns  not 
only  enforced  law  but  often  made  law,  insofar  as  it  was  made  rather 
than  laid  down  by  custom. 

With  the  rise  of  real  national  government  as  distinguished  from 
feudal  overlordship,  the  national  government  took  over  the  task  of 
social  regulation.  In  England,  Henry  VIII  was  a  strong  king,  and  his 
minister,  Thomas,  Cardinal  Wolsey,  gave  the  nation  strong  govern- 
ment. Henry's  son,  Edward  VI,  was  weak,  and  a  clash  between 
Protestantism  and  Catholicism  during  the  middle  1500's  made  govern- 
ment unstable.  Conditions  altered  when  the  Catholic  queen,  Mary, 
gave  place  to  the  Protestant,  Elizabeth,  in  1558.  Under  the  guidance 
of  her  minister,  William  Cecil  (1520-1598),  who  became  Baron 
Burghley,  Elizabeth  gave  England  a  long  period  of  strong  central 
government. 

Cecil  was  the  son  of  a  small  landowner  who  had  held  positions 
in  the  government  service.  Prior  to  Elizabeth's  accession,  his  political 
career  had  been  a  checkered  one,  but  he  had  been  in  touch  with  the 
future  queen  before  her  accession  and  afterward  he  became  her  most 
trusted  minister,  holding  the  position  of  Lord  High  Treasurer.  Such 
measures  as  the  Statute  of  Apprentices  and  the  Elizabethan  corn 
laws— described  toward  the  end  of  this  chapter— can  be  attributed 
largely  to  Cecil's  influence.  This  background  is  important  in  viewing 
some  of  the  writings  discussed  here.  Cunningham's  interpretation,  for 
instance,  has  to  be  considered  in  the  light  of  English  conditions  at 
this  period. 

The  German  economist,  Gustav  von  Schmoller,  studied  the  matter 
at  about  the  same  time  as  Cunningham  but  with  Germany  instead  of 
England  in  mind.  Schmoller  saw  national  unity,  rather  than  national 
strength  (as  with  Bacon),  to  be  the  prime  objective  of  mercantilism. 
He  thought  that  this  was  the  element  which  the  nationalization  of 
regulation  introduced  into  the  regulatory  system.  Schmoller  said: 

Each  new  political  community  that  forms  itself  must  be  carried  along  by 
a  strong  and  exclusive  feeling  of  community;  these  are  the  roots  of  its 
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strength.  The  struggle  for  self-sufficiency  and  independence  is  as  natural  to 
it  as  the  spirit  of  violent  rivalry  which  hesitates  at  nothing  in  order  to 
come  up  with,  to  surpass,  and  to  crush  the  rivals  in  whom  it  always  sees 
enemies.  It  was  the  law  of  autarchy  by  which  the  commercial  policy  of 
those  times  was  exclusively  guided.  The  endeavour  after  commercial 
autarchy  naturally  shews  itself  in  an  especially  violent  and  one-sided  form 
in  the  youth  of  nations.3 

The  view  of  mercantilism  as  being  aimed  at  national  unity  was  more 
applicable  to  Spain  and  Germany  than  to  England. 
\/C  Adam  Smith's  famous  book,  An  Inquiry  into  the  Nature  and  Causes 
of  the  Wealth  of  Nations  (1776),  was  in  large  degree  an  attack  on 
the  nationalism  and  government  regulation  which  characterized  the 
mercantile  system.  Smith  criticized  mercantilism  for  identifying  money 
with  wealth  and  he  was  at  pains  to  demonstrate  that  this  view  was 
wrong.  At  the  close  of  the  chapter  of  his  book  in  which  he  treated 
"Of  the  principle  of  the  commercial  or  mercantile  system,"  he  said: 

The  two  principles  being  established  .  .  .  that  wealth  consisted  in  gold 
and  silver,  and  that  those  metals  could  be  brought  into  a  country  which  had 
no  mines  only  by  the  balance  of  trade,  or  by  exporting  to  a  greater  value 
than  it  imported;  it  necessarily  became  the  great  object  of  political  oeconomy 
to  diminish  as  much  as  possible  the  importation  of  foreign  goods  for  home 
consumption,  and  to  increase  as  much  as  possible  the  exportation  of  the 
produce  of  domestic  industry.  Its  two  great  engines  for  enriching  the 
country,  therefore,  were  restraints  upon  importation,  and  encouragements 
to  exportation.4 

Smith  was  writing  on  economics  as  he  saw  it,  and  he  thought  of 
mercantilism  in  his  own  terms.  He  made  it  very  clear  that,  in  his 
view,  economic  self-sufficiency  and  a  maximum  amount  of  economic 
goods  were  incompatible  objectives.  He  assumed  that  government 
policies  should  be  aimed  at  maximum  wealth,  and  he  attacked  mer- 
cantilism because  it  failed  to  achieve  this.  Whether  a  greater  degree 
of  economic  self-sufficiency  added  more  to  the  nation's  strength  than 
did  a  greater  quantity  of  wealth  was  a  problem  which  Smith  did  not 
consider.  Whether  or  not  the  mercantilists  really  thought  that  money 
was  wealth,  as  Smith  said,  has  to  be  judged  from  their  writings.  It 
is  well  to  summarize  now  some  of  the  main  contributions  to  mer- 
cantilist literature. 


3  The  Mercantile  System  and  its  Historical  Significance,  trans,  from  a  chapter  of 
Studien  iiber  die  wirthschaftliche  Politik  Friedrichs  der  Grossen  ("Studies  in  the 
Economic  Policy  of  Frederick  the  Great,"  1884)  (London:  Macmillan  &  Co.  Ltd.; 
New  York:  P.  Smith,  1931),  p.  62. 

4  Wealth  of  Nations,  Bk.  iv,  Chap.  1. 
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LEADING     MERCANTILIST    WRITINGS 


THE      DISCOURSE   OF   THE   COMMON    WEAL 

In  the  literature  of  mercantilism,  a  book  which 
appeared  in  the  Elizabethan  period  entitled  A  Discourse  of  the  Com- 
mon Weal  of  this  Realm  of  England  (1581)  has  an  important  place. 
The  Discourse  can  be  described  as  a  running  commentary  on  con- 
temporary economic  affairs,  especially  policy.  As  such,  it  had  a 
notable  predecessor  in  the  Libelle  of  Englyshe  Polycye,  a  poem  which, 
among  other  things,  complained  that  useful  English  goods  were  being 
exchanged  for  foreign  trifles,  that  Englishmen  abroad  were  treated 
worse  than  foreigners  were  treated  in  England,  and  that  alien 
merchants  in  London  should  have  their  stay  limited  to  forty  days, 
as  well  as  maintaining  that  the  sea  carrying  trade  should  be  in  English 
hands.  The  Libelle  dates  from  the  fifteenth  century. 

The  Discourse  of  the  Common  Weal  of  this  Realm  of  England, 
like  the  Libelle,  is  of  interest  for  its  ingenious  mixture  of  old  and  new 
ideas  ( old  and  new,  in  terms  of  its  time ) .  The  author  of  the  Discourse 
is  generally  supposed  to  have  been  an  English  government  official 
called  John  Hales,  who  died  in  1571,  but  the  Discourse  (whose  date 
of  writing  is  unknown)  was  not  printed  until  after  Hales'  death.  As 
with  some  other  early  writings,  more  than  one  manuscript  is  known. 

Regarding  the  nature  of  the  goods  which  England  exchanged  with 
foreign  countries,  the  Discourse  said: 

And  now  they  [i.e.,  the  foreigners]  let  us  have  nothinge  frome  theim, 
(but  onelye)  for  oure  commodities,  as  woll,  felles,  talow,  butter,  chese, 
tinne,  and  lead;  and  wheare  before  time  they  weare  wount  to  bringe  us 
for  the  same  ether  good  gold  or  silver,  or  els  as  necessarie  commodities 
againe,  now  they  send  us  other  trifles,  ...  as  glasses,  gaily  pottes,  tennis 
balles,  papers,  gyrdelles,  browches,  owches,  buttons,  dialles,  or  such  like 
wares  that  standes  them  in  no  charge  or  use.5 

According  to  the  author  of  the  Discourse,  wool,  fells  (skins),  gold, 
and  silver,  were  useful  commodities,  but  tennis  balls  and  girdles 
were  not.  Here  we  have  an  attitude  that  had  been  characteristically 
medieval,  but  which  continued  in  mercantilist  literature  and  was  not 

5  A  Discourse  of  the  Common  Weal  of  this  Realm  of  England,  ed.  E.  Lamond 
(Cambridge:  Cambridge  University  Press,  1929),  p.  78. 
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absent  in  Adam  Smith's  time;  nor  is  it  in  our  own,  for  that  matter. 
The  author  of  the  Discourse  was  not  enthusiastic  about  the  use- 
fulness of  laws  which  told  people  what  they  must  do.  He  believed 
rather  in  government  through  economic  incentives: 

We  must  understand  also  that  all  thinges  that  should  be  done  in  a  com- 
mon wealth  be  not  to  be  forced,  or  to  be  constrained  by  the  streyght 
penalties  of  the  law;  but  some  so,  and  some  other  by  allurement,  and 
rewardes  rather.  For  what  law  can  compell  men  to  be  industrious  in  travell, 
and  laboure  of  theire  bodies,  or  studious  to  learne  anie  science  or  knowl- 
edge of  the  mynd?  to  these  thinges  they  maie  be  well  provoked,  encouraged, 
and  allured,  yf  they  that  be  industrious  and  painfull  be  well  Rewarded  for 
theire  paines,  and  be  suffered  to  take  games  and  wealth  as  reward  of  theire 
labours.6 

Such  a  statement  of  the  efficacy  of  self-interest  as  an  economic 
incentive  might  have  done  credit  to  Adam  Smith. 

The  Discourse  gave  some  attention  to  foreign  trade.  On  the  subject 
of  imports  of  paper,  its  author  commented: 

I  would  have  ether  the  paper  staied  from  cumminge  in,  or  els  so  bur- 
dined  with  custome  that,  by  that  time  it  came  hether,  oure  men  might 
afforde  theire  paper  better  cheape  than  straungers  might  doe  theires,  the 
custome  considered.7 

Regarding  the  immigration  of  artisans  from  abroad: 

In  venis  [i.e.,  Venice]  as  I  heard,  and  in  many  other  places  beyonde  the 
sea,  they  weare  rewarded  and  cherished,  everie  man  that  bringes  in  anie 
new  arte  or  mistorie  [i.e.,  craft]  whearby  the  people  might  be  set  aworke.8 

On  maintaining  the  national  supply  of  specie: 

...  as  for  recoveringe  of  old  treasure  that  is  alreadie  gonne,  theare  might 
be  order  that  some  commoditie  of  ours  weare  so  restrained  from  theim  [the 
foreigners]  that  it  should  not  be  sold  but  for  silver  or  gold  .  .  .  and  thus 
cheifly  oure  treasure  might  be  recovered  by  these  ij  meanes;  first,  yf  we 
forbid  bringinge  in  so  many  trifles.  .  .  .  and  that  nothinge  made  beyonde 
the  sea,  of  oure  commodities,  should  be  sould  heare.  And  secondly,  yf  we 
forbid  that  none  of  our  commodities  should  pass  over  unwrought;  which, 
being  wrought  here  and  then  sould  over,  should  bringe  infinite  treasure  in 
short  time.9 

Here  we  have  described  in  part,  at  least,  the  system  which  Adam 
Smith  called  the  mercantilists'  "great  engines  for  enriching  the 
country." 

During  the  sixteenth  century,  when  the  Discourse  was  written,  the 
price  level  in  western  Europe  was  rising  rapidly:  it  has  been  estimated 
that,  in  England,  prices  in  1600  were  nearly  six  times  as  high  as  in 

6  Ibid.,  pp.  57-58.  7  Ibid.,  p.  66.  8  Ibid.,  p.  89.  9  Ibid.,  pp.  87-88. 
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1500.10  There  was  considerable  discussion  on  the  causes  of  the  inflation 
of  prices.  Governments  had  debased  their  currencies,  issuing  coins 
containing  less  of  the  precious  metals  than  those  which  previously  had 
been  in  circulation.  Some  observers  said  that  the  debasement  had 
caused  the  rise  in  prices.  The  author  of  the  Discourse  agreed  that  the 
two  coincided:  "  .  .  .  even  with  the  alteration  of  the  coyne  beganne 
this  dearthe;  and  as  the  coine  appered,  so  rose  the  price  of  thinges 
with  all."11  However,  in  a  different  manuscript  of  the  Discourse  from 
that  previously  quoted  a  second  explanation  appears: 

Another  reason  I  conceive  in  this  matter,  to  be  the  great  store  &  plenty  of 
treasure,  which  is  walking  in  these  partes  of  the  world,  far  more  in  these 
our  dayes,  than  ever  our  forefathers  have  sene  in  times  past.  Who  doth  not 
understand  of  the  infinite  sums  of  gold  &  silver,  whych  are  gathered  from 
the  Indies  &  other  countries,  and  so  yearely  transported  unto  these  costes 
[i.e.,  coasts]?  .  .  .  Wherefore  these  ii.  reasons  seemed  unto  me  to  contain  in 
them  sufficient  probability  for  causes  of  the  continuance  of  this  generall 
dearth  [i.e.,  period  of  high  prices].12 

That  is  to  say,  prices  had  risen  because  of  the  great  influx  of  gold  and 
silver  from  "the  Indies  &  other  countries"— really  from  South  America,  j 
This  view  accords  with  the  judgment  of  later  historians.  Evidently, 
the  author  accepted  what  subsequently  became  known  as  the  quantity 
theory  of  money— the  idea  that  the  price  level  depends  on  the  quantity 
of  money.  * 

The  Discourse  examined  how  the  different  classes  of  society  were 
affected  by  the  price  inflation.  The  merchant  was  not  injured,  because 
"if  he  bie  dear,  he  will  sell  deare  agayne";  but  people  whose  incomes 
were  more  rigid  were  damaged.  The  latter  class  included  common 
laborers,  artisans,  "servinge  men,"  landowners  whose  land  had  been, 
rented  for  lifetimes  or  terms  of  years  at  rents  which  were  fixed  in 
money  amounts,  and  also  the  king  or  ruler  himself,  "as  he  hathe  most 
of  yearly  revenues  and  that  certeyne."13 

As  a  matter  of  historical  record,  the  greatest  losses  and  gains  seem 
to  have  been  with  "copyholds  of  inheritance,"  where  the  land  had 
been  rented  for  annual  sums  which  were  fixed  in  money  not  only  for 
the  lifetime  of  the  renter  but  also  for  his  descendants.  For  practical 
purposes,  the  price  inflation  transferred  ownership  of  such  copyholds 
to  the  descendants  of  the  original  renters,  because  the  annual  money 
rents  became  inconsequential.  The  reference  to  the  king's  loss  draws 

10  See  Clapham,  J.  H.,  A  Concise  Economic  History  of  Britain  (Cambridge:  Cam- 
bridge University  Press,  1949),  pp.  186-187. 

11  Op.  cit.,  p.  104.  12  Ibid.,  p.  187.  13  Ibid.,  pp.  33-34. 
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attention  to  a  point  made  by  a  recent  historian,  who  spoke  of  the 
English  king,  Charles  I,  as  having  been  "crucified  on  a  cross  of  silver." 
Charles  was  executed  in  1649  after  the  forces  of  the  parliament  had 
defeated  his  armies,  in  a  contest  whose  issues  included  the  royal 
imposition  of  taxes  which,  in  part,  were  rendered  necessary  by  the 
rise  that  had  taken  place  in  the  price  level.  It  is  worth  mentioning 
that  the  author  of  the  Discourse  proposed  that  debts  be  paid  in 
accordance  with  their  specie  value  at  the  time  they  were  incurred. 
On  the  usefulness  of  specie  to  the  nation,  the  author  pointed  to  the 
advantage  of  having  a  sufficient  stock  of  specie  on  hand  to  obtain 
munitions  from  abroad  in  the  event  of  war,  and  to  pay  for  purchases 
of  grain  from  foreign  countries  if  there  were  a  crop  failure.  This  point 
often  cropped  up  in  mercantilist  literature. 

SOME   CONTINENTAL   EUROPEAN   MERCANTILISTS 

Jean  Bodin  (1530-1596)  is  well  known  in  economics 
for  his  discussion  of  one  of  the  problems  touched  upon  in  the  Dis- 
course of  the  Common  Weal.  Bodin  was  a  French  lawyer,  whose 
work,  Les  six  livres  de  la  repuhlique  ( The  Six  Books  of  the  Republic, 
1576),  is  a  classic  of  political  thought.  The  seigneur  de  Malestroit, 
controller  of  the  French  mint,  had  argued  that  prices  had  risen  be- 
cause the  metal  content  of  the  coins  had  been  reduced.  Bodin  replied 
to  this  view  in  La  reponse  .  .  .  au  paradox  de  monsieur  de  Malestroit, 
touchant  V encherissement  de  toutes  choses  h-  le  moyen  d'y  remedier 
("Reply  to  the  Paradox  of  M.  Malestroit,  Concerning  the  Increase  in 
Prices  of  All  Things  and  the  Means  of  Remedying  It,"  1568 ).14  Bodin 
said  that  prices  had  risen  to  a  greater  extent  than  could  be  accounted 
for  by  the  depreciation  in  metal  content  of  the  coins :  it  was  the  influx 
of  metals  from  South  America  which  was  mainly  responsible.  Bodin 
added  that  a  nation  which  had  no  gold  or  silver  mines  received  its 
supplies  of  these  metals  in  payment  for  its  exports  of  other  goods, 
and  that  salt  and  wine,  in  effect,  were  the  mines  of  France,  because 
they  gave  her  the  favorable  trade  balance  which  brought  in  specie. 
Here,  Bodin  took  a  typically  mercantilist  view. 

Barthelemy  de  Laffemas  (1545-c.  1611)  was  a  contemporary  of 
Bodin.  Laffemas  was  born  in  an  impoverished  noble  family  in  France 
and  entered  the  service  of  Henry  of  Navarre,  afterward  King  Henry 

14  A  translation  by  G.  A.  Moore  is  available  entitled  The  Response  of  Jean  Bodin 
to  the  Paradoxes  of  Malestroit  and  the  Paradoxes  (Washington,  D.C.:  Country 
Dollar  Press,  1946). 
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IV.  Laffemas  wrote  a  number  of  pamphlets  on  economic  affairs.  He 
looked  on  gold  and  silver  as  criteria  of  wealth  and  believed  that  the 
quantity  of  the  precious  metals  in  a  country  could  better  be  increased 
by  developing  its  industries  than  by  prohibiting  the  export  of  specie. 
He  advocated  government  action  to  expand  industry,  with  a  view  to 
increasing  the  exports  of  goods  ( which  he  expected  to  bring  in  specie ) . 
He  also  recommended  forbidding  the  export  of  raw  materials.  Another 
proposal  he  made  was  that  the  government  should  establish  work- 
shops to  give  employment  to  idle  workmen.  At  the  time,  Laffemas  did 
not  get  his  policies  put  into  action  because  the  king  was  unsympathetic, 
but  they  were  precursors  of  the  measures  later  instituted  by  Colbert. 

Antoine  de  Montchretien  (c.  1575-1621)  was  a  successful  French 
dramatist,  of  interest  in  the  history  of  economic  thought  for  the  title 
of  a  book  he  wrote,  Traite  de  Teconomie  politique  ("Treatise  on  Po- 
litical Economy"  1615).  This  appears  to  have  been  the  first  book 
with  such  a  title.  It  was  mercantilist  in  general  flavor,  but  it  made  the 
point  that  the  national  wealth  was  the  product  of  its  industry  and  not 
merely  a  hoard  of  specie.  Like  Laffemas,  Montchretien  favored  gov- 
ernment power  being  used  to  develop  industry.  He  thought  that  trade 
should  be  regulated,  with  duties  on  the  export  of  raw  materials  and 
prohibition  of  the  importation  of  manufactured  goods. 

Antonio  Serra,  an  Italian  of  the  early  seventeenth  century,  is  little 
known  aside  from  his  Breve  trattato  delle  cause  che  possono  far 
abbondare  li  regni  d'oro  et  d'argento,  dove  non  sono  miniere,  con 
applicanzione  al  Regno  di  Napoli  ("Brief  Treatise  on  the  Causes 
Which  Can  Make  Gold  and  Silver  Abundant,  Where  There  Are  No 
Mines,  with  Application  to  the  Kingdom  of  Naples"  1613).  Serra 
wrote  against  a  scheme  for  regulating  foreign  exchange.  He  argued 
that  the  prevailing  scarcity  of  coin  in  Naples  was  due  to  what  we  now 
call  an  unfavorable  balance  of  trade.  In  studying  the  trade  balance, 
he  concerned  himself  not  only  with  "visible"  movements  of  goods  but 
also  with  "invisible  exports,"  such  as  profits  from  businesses  operated 
by  nationals  abroad.  He  said  that  the  value  of  money  was  determined 
by  its  metal  content,  apparently  not  realizing  what  Bodin  had  already 
pointed  out— that  the  value  of  metal  money  depended  on  its  quantity. 

BULLIONISM 

It  is  a  common  belief  that  what  has  been  called  "bul- 
lionism"  preceded  mercantilism  in  history.  (Bullionism  meant  forbid- 
ding the  export  of  specie,  whereas  mercantilism  aimed  at  ensuring  a 
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supply  of  specie  through  maintaining  an  excess  of  exports  over  im- 
ports of  goods.)  There  is  some  truth  in  this  view.  As  early  as  1335,  a 
law  was  passed  which  provided  that  no  one  "shall  carry  any  sterling 
out  of  the  realm  of  England,"  and  similar  enactments  were  passed 
many  times  in  later  years.  As  late  as  1730,  an  English  merchant, 
Joshua  Gee,  said,  in  a  publication  entitled  The  Trade  and  Navigation 
of  Great  Britain: 

So  mistaken  are  many  people  that  .  .  .  they  say  money  is  a  commodity 
like  other  things,  and  think  themselves  never  the  poorer  for  what  [money] 
the  nation  daily  exports.15 

Undoubtedly  there  was  a  general  shift  from  this  attitude  to  the 
balance  of  trade  policy  between  the  fourteenth  and  seventeenth  cen- 
turies. Nevertheless,  we  find  the  latter  point  of  view  appearing  quite 
early.  Thus,  Richard  Aylesbury,  an  officer  of  the  English  royal  mint, 
gave  the  following  statement  to  a  government  commission  in  1381- 
1382: 

As  to  this,  that  no  gold  or  silver  comes  into  England,  but  that  which  is 
in  England  is  carried  beyond  the  sea,  we  maintain  that  if  the  merchandise 
which  goes  out  of  England  be  well  and  rightly  governed,  the  money  that 
is  in  England  will  remain  and  great  plenty  of  money  will  come  from 
beyond  the  sea,  that  is  to  say,  let  not  more  strange  merchandise  come 
within  the  realm  than  to  the  value  of  the  denizen  merchandise  which 
passes  out  of  the  realm.16 

MISSELDEN 

The  issue  of  bullionism  as  opposed  to  a  policy  de- 
signed to  ensure  a  favorable  balance  of  the  whole  trade  of  a  nation, 
was  threshed  out  in  England  largely  in  a  controversy  which  took  place 
between  Malynes  and  Misselden  in  the  1620's.  Gerard  de  Malynes  or 
Malines  (lived  1586-1641 )  was  assay  master  of  the  mint  and  frequently 
had  advised  the  government  on  matters  of  trade  and  foreign  exchange. 
In  A  Treatise  of  the  Canker  of  England's  Commonwealth,  Divided 
into  three  parts  .  .  .  (1601),  he  supported  government  regulation  of 
the  foreign  exchange  value  of  the  money,  with  export  of  bullion  pro- 
hibited. Edward  Misselden  (died  1654)  was  a  member  of  the  Mer- 
chant Adventurers  Company.  This  company's  export  business  in  cloth 
from  England  to  the  continent  of  Europe  was  depressed  in  the  early 

15  The  Trade  and  Navigation  of  Great  Britain  (London,  1730),  p.  8. 

16  English  Economic  History:  Select  Documents,  ed.  A.  E.  Bland,  P.  A.  Brown,  and 
R.  H.  Tawney  (London:  G.  Bell  &  Sons,  Ltd.,  1914),  p.  222. 
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1620's,  causing  slackness  in  the  internal  trade.  The  company  was  being 
criticized  for  its  operations  and  especially  for  its  monopolistic  prac- 
tices. To  defend  it,  Misselden  wrote  Free  Trade,  Or,  the  Means  to 
make  trade  florish:  Wherein  The  Causes  of  the  Decay  of  Trade  in  this 
kingdome  are  discovered  .  .  .  (1622).  Misselden  in  this  book  gave 
several  reasons  for  the  decline  of  trade,  one  of  them  being  the  export 
of  silver  by  the  East  India  Company.  Malynes  attacked  Misselden's 
work  in  The  Maintenance  of  Free  Trade,  according  to  the  three  essen- 
tial parts  of  traffique;  .  .  .  (1622).  Here,  Malynes  accused  Misselden 
of  neglecting  what  he  (Malynes)  regarded  as  proper  rules  for  con- 
ducting foreign  exchanges,  but  he  recognized  that  the  decay  of  trade 
was  caused  by  a  shortage  of  money.  Misselden  then  wrote  another 
book,  called  The  Circle  of  Commerce:  Or  the  Ballance  of  Trade,  in 
defence  of  free  Trade  .  .  .  (1623),  which  Malynes  answered  in  The 
Centre  of  the  Circle  of  Commerce  .  .  .  ( 1623 ) .  A  significant  feature  of 
Misselden's  Circle  of  Commerce  was  its  author's  change  of  opinion 
regarding  the  East  India  Company's  trade.  Whereas  in  Free  Trade 
he  held  the  company  responsible  for  the  decline  of  British  trade 
through  its  export  of  silver  to  the  east,  in  the  Circle  of  Commerce  he 
accepted  such  export  as  desirable,  on  the  ground  that  the  imported 
goods  paid  for  by  the  silver  exports  might  be  re-exported  so  as  to 
bring  in  more  silver.  This  was  the  position  taken  by  later  mercantilists. 
Trade  could  be  "free,"  in  the  sense  that  private  traders  could  run  it 
as  they  wished  even  to  the  extent  of  exporting  specie,  provided  that 
goods  exported  exceeded  goods  imported  so  that  specie  was  imported 
on  balance. 

In  the  course  of  the  discussion  in  his  Circle  of  Commerce,  Missel- 
den took  occasion  to  consider  money  in  its  relation  to  trade.  He  said 
that  "Money  is  the  vitall  spirit  of  trade,  and  if  the  Spirits  faile,  needes 
must  the  Body  faint."11  He  believed  that  the  remedy  for  the  prevailing 
depression  was  to  increase  the  money  supply  by  "raising"  the  cur- 
rency, that  is,  by  depreciating  the  silver  content  of  the  coins.  He 
conceded  that  this  step  would  have  the  effect  of  increasing  prices 
but  he  thought  that  such  a  result  would  be  beneficial,  not  harmful: 

As  for  the  dearnesse  of  things,  which  the  Raising  of  Money  bringeth 
with  it,  that  will  be  abundantly  recompensed  unto  all  in  the  plenty  of 
Money,  and  quickening  of  Trade  in  every  mans  hand.  And  that  which  is 
equall  to  all,  when  he  that  buye's  deare  shall  sell  deare,  cannot  bee  said  to 
be  injurious  to  any.  And  it  is  much  better  for  the  Kingdome,  to  have  things 

17  Circle  of  Commerce  (London,  1623),  p.  28. 
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deare  with  plenty  of  Money,  whereby  men  may  live  in  their  severall  call- 
ings: then  to  have  things  cheape  with  want  of  Money,  which  now  makes 
every  man  complaine.18 

Here  we  have  an  argument  favoring  inflation  from  the  businessman's 
point  of  view.  Nothing  was  said  about  the  situation  of  those  with  rela- 
tively fixed  incomes,  or  even  about  that  of  the  government,  both  of 
which  were  referred  to  by  the  author  of  the  Discourse  of  the  Common 
Weal.  Misselden's  work  is  of  importance,  however,  for  its  early 
expression  of  the  opinion  that  the  way  out  of  a  business  depression 
was  to  be  found  in  currency  inflation. 


MUN 

Thomas  Mun  (1571-1641)  is  commonly  regarded  as 
the  leading  English  mercantilist  writer.  Mun  was  a  member  of  the 
East  India  Company  and  published  A  Discourse  of  Trade,  from  Eng- 
land unto  the  East-Indies  (1621)  to  defend  the  company  from 
Malynes.  Mun's  work  titled  England's  Treasure  by  Forraign  Trade  or, 
The  Balance  of  our  Forraign  Trade  is  the  Rule  of  our  Treasure,  was 
published  posthumously  in  1664. 

Bearing  in  mind  Adam  Smith's  assertion  that  the  mercantilists 
confused  money  and  wealth,  it  is  worth  noticing  that  in  his  earlier 
book  Mun  made  the  following  statement: 

...  all  men  doe  know,  that  the  riches  or  sufficiencie  of  every  Kingdome, 
State,  or  Common-wealth,  consisteth  in  the  possession  of  those  things,  which 
are  needful  for  a  civill  life. 

This  sufficiency  is  of  two  sorts:  the  one  is  naturall,  and  proceedeth  of  the 
Territorie  it  selfe:  the  other  is  artificiall,  and  dependeth  on  the  industry  of 
the  Inhabitants. 

This  Realm  of  England  (praised  be  God)  is  happily  possessed  of  them 
both:  as  first,  having  great  plentie  of  naturall  riches,  both  in  the  Sea  for 
Fish,  &  on  the  Land  for  Wooll,  Cattle,  Corne,  Lead,  Tin,  Iron,  and  many 
other  things  for  food,  Rayment  &  Munition;  insomuch,  that  upon  strickt 
tearmes  of  need,  this  land  may  live  without  the  help  of  any  other  Nation.19 

It  is  precisely  what  Mun  said  here  that  "all  men  doe  know"  that 

Adam  Smith  accused  Mun  and  other  mercantilists  of  not  knowing— 

that  wealth  consists  of  useful  goods  and  resources,  and  not  of  money. 

In  England's  Treasure  by  Forraign  Trade,  however,  Mun  said: 

The  ordinary  means  therefore  to  encrease  our  wealth  and  treasure  is  by 
Forraign  Trade,  wherein  wee  must  ever  observe  this  rule;  to  sell  more  to 

18  Ibid.,  pp.  106-107. 

19  A  Discourse  of  Trade  ( New  York :  The  Facsimile  Text  Society,  Columbia  Uni- 
versity Press,  1930),  pp.  49-50. 
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strangers  yearly  than  we  consume  of  theirs  in  value  ....  because  that  part 
of  our  stock  which  is  not  returned  to  us  in  wares  must  necessarily  be  brought 
home  in  treasure.20 

Here,  we  have  the  sort  of  statement  which  led  Smith  to  declare  that 
Mun  and  other  mercantilists  confused  money  with  wealth.  Smith  was 
supposing  that  because  the  mercantilists  wanted  money  they  thought 
it  was  wealth.  Mun  himself  cannot  be  said  to  have  been  entirely  clear 
on  this  matter. 

In  England's  Treasure,  Mun  proposed  that  wasteland  be  cultivated. 
He  said  that  importation  would  be  lessened  "if  we  would  soberly  re- 
frain from  excessive  consumption  of  forraign  wares  in  our  diet  and  ray- 
ment."  Goods  should  be  exported  in  the  country's  own  ships  to  secure 
the  freight  charges.  The  English  people  should  do  their  own  fishing  and 
not  leave  fishing  to  the  Dutch.  England  should  make  profits  by  acting 
as  distributor  to  other  countries  of  imported  spices,  silks,  and  indigo 
( here,  the  trade  of  the  East  India  Company  appears ) .  Trade  to  distant 
countries  should  be  encouraged  because  its  profits  were  greater  than 
those  of  nearby  trade  ( the  East  India  Company,  again ) .  Money  itself 
should  be  exported,  if  the  result  were  that  a  greater  quantity  of  money 
was  received  in  return  ( the  East  India  Company,  also ) . 

Mun  was  not  altogether  blind  to  the  fact  that  imports  paid  for 
exports : 

...  all  kind  of  Bounty  and  Pomp  is  not  to  be  avoided,  for  if  we  should 
become  so  frugal,  that  we  would  use  few  or  no  Forraign  wares,  how  shall 
we  then  vent  [i.e.,  sell]  our  own  commodities?  .  .  .  doe  we  hope  that  other 
Countreys  will  afford  us  money  for  All  of  our  wares,  without  buying  or 
bartering  for  Some  of  theirs?  this  would  prove  a  vain  expectation;  it  is  more 
safe  and  sure  to  run  a  middle  course  by  spending  moderately,  which  will 
purchase  treasure  plentifully.21 

Apparently,  Mun  was  in  favor  of  hedging  in  his  trade  policy.  If  every 
nation  were  trying  to  advantage  itself  at  the  expense  of  every  other 
with  which  it  had  trading  relationships,  it  was  necessary  to  proceed 
warily  and  with  guile. 

HORNICK 

The  general  program  which  Mun  and  other  mercan- 
tilists advocated  for  France  and  England  was  proposed  for  Austria  by 
Philipp  Wilhelm  von  Hornick— also  spelled  Hornigk,  Horneck,  and 
Hoerningk  (1638-1713).  His  proposals  were  made  in  a  book  entitled 

20  England's  Treasure  .  .  .  (London,  1664),  pp.  11-12. 

21  Ibid.,  pp.  148-149. 
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Oesterreich  iiber  alles,  wann  es  nur  will  ("Austria  Over  All,  If  Only 
She  Will,"  1684).  Born  in  Germany,  Hornick  moved  to  Vienna  with 
his  father,  later  entering  the  service  of  a  South  German  prince.  His 
book  refers  to  the  Viennese  period.  The  Austrian  Empire  had  declined 
in  importance,  with  loss  of  territory  to  France;  and  in  1683  the  Turks 
had  overrun  much  of  it,  besieging  Vienna  itself.  Hornick  proposed  to 
rebuild  the  nation  by  economic  means. 

He  stated  nine  rules.  (1)  The  country's  natural  resources  should 
be  fully  explored.  (2)  Raw  materials  should  be  elaborated  at  home, 
to  avoid  paying  money  to  foreigners  for  manufacturing  them.  ( 3 )  The 
Austrian  people  should  be  trained  in  useful  activities,  teachers  being 
brought  from  other  countries  where  necessary.  (4)  Precious  metals 
should  be  kept  in  circulation  in  Austria,  being  neither  hoarded  nor 
exported.  (5)  The  Austrians  should  abstain  from  consuming  foreign 
goods,  especially  luxuries.  (6)  When  imports  were  absolutely  neces- 
sary, they  should  be  bought  directly  from  those  who  had  produced 
them  and  paid  for  by  goods  exported  from  Austria,  not  in  specie. 
(7)  Wherever  possible,  necessary  imports  should  be  brought  in  as 
raw  materials  and  manufactured  in  Austria.  (8)  Foreign  markets 
should  be  sought  for  the  surplus  products  of  Austria.  (9)  Imports 
should  be  forbidden  when  home  supplies  were  adequate,  regardless 
of  friendships  or  political  alliances. 

Mun's  concern  with  receiving  trading  profits,  as  compared  with 
that  of  Hornick  with  avoiding  payment  of  such  profits  to  others, 
reflected  the  different  trading  positions  of  England  and  Austria 
respectively.  England  received  such  profits,  whereas  Austria  paid  them. 
No  doubt,  Mun's  personal  connection  with  the  East  India  Company, 
a  receiver  of  trading  profits,  was  also  a  factor  in  Mun's  attitude. 


CHILD 

Sir  Josiah  Child  (1630-1699),  like  Mun,  advocated  a 
favorable  balance  of  trade.  Child  was  a  successful  English  business- 
man, who  had  become  a  shareholder  in  the  East  India  Company  and 
governor  of  the  company,  whose  affairs  he  managed  for  some  years. 
He  published  Brief  Observations  Concerning  Trade  and  the  Interest 
of  Money  ( 1668 ) ,  expanded  into  A  New  Discourse  of  Trade:  wherein 
is  Recommended  several  weighty  Points  .  .  .  ( 1693 ) .  Like  Mun,  he  sup- 
ported the  export  of  specie  if  the  result  were  to  improve  the  trade 
balance  so  that  ultimately  more  specie  would  come  in,  in  return.  He 
recognized,  too,  that  a  nation  could  not  sell  goods  to  foreigners  with- 
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out  buying  from  them.  He  favored  the  mother  country  keeping  a 
monopoly  of  trade  with  its  colonies.  Perhaps  the  most  interesting 
feature  of  his  writings,  however,  was  what  he  had  to  say  on  the  rela- 
tionship between  the  rate  of  interest  and  the  state  of  trade. 

It  has  been  mentioned  in  Chapter  1  of  this  book  that,  in  the  latter 
part  of  the  middle  ages,  usury  or  interest  was  forbidden.  When  the 
prohibition  was  repealed  in  England  in  1545,  a  maximum  rate  of  10 
per  cent  was  established.  The  law  was  repealed  in  1552  but  reenacted 
in  1571.  In  1621,  attempts  were  made  to  lower  the  rate  to  8  per  cent 
but  were  not  successful  until  1625.  In  1651,  the  maximum  was  further 
reduced  to  6  per  cent.  An  unsuccessful  attempt  was  made  in  1669  to 
get  the  rate  lowered  further  to  4  per  cent  but  it  was  not  until  1714 
that  it  became  as  low  as  5  per  cent. 

In  the  preface  to  his  New  Discourse  of  Trade,  Child  said:  "Low 
interest  is  the  Natural  Mother  of  Frugality,  Industry,  and  Arts."  The 
low  rate  of  interest  which  prevailed  in  Holland  "hath  miserably 
lessened  us  in  all  Trades  of  the  World,  not  secured  to  us  by  Laws, 
or  by  some  natural  advantage  which  over-ballanceth  the  disproportion 
of  our  Interest  of  Money."  He  lamented: 

When  I  think  of  these  things,  I  cannot  but  wonder  that  there  should  be 
found  English-men  who  want  not  Bread  to  eat,  or  Cloaths  to  wear,  should 
yet  be  so  unkind  and  hard  hearted  to  their  Country,  as  strenuously  to 
endeavour  (for  private  Ends)  the  depriving  her  of  so  great  a  good,  as  would 
be  the  abatement  of  our  Interest  to  4  per  cent  by  a  Law.22 

Child  stated  in  his  book  the  essential  idea  of  the  interest-cum- 
employment  theory  which  later  came  to  be  associated  with  the  name 
of  Wicksell.  He  compared  England— which  had  a  high  rate  of  interest 
—with  Holland— which  had  a  low  one— and  pointed  out  that  a  trading 
project  which  would  be  profitable  in  Holland  would  be  unprofitable  in 
England  because  of  the  difference  in  interest  rates.  On  the  other  hand, 
it  had  been  argued  by  some,  in  1545  and  1571,  that  a  ban  on  interest, 
or,  in  1621,  that  a  lower  rate,  would  reduce  the  supply  of  capital  and, 
in  this  sense,  would  discourage  industry.  It  also  would  injure  possible 
lenders. 


POTTER  AND  LAW 

As  early  as  1650,  one  William  Potter— about  whose  life 
very  little  is  known  except  that  under  the  English  Commonwealth  gov- 
ernment he  held  a  position  in  connection  with  the  sale  of  the  royal 

22  A  New  Discourse  of  Trade  (London,  1693),  pp.  xxviii-xxix. 
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lands— had  published  a  book  entitled  The  Key  of  Wealth:  or  a  new 
way  for  improving  of  Trade.  This  was  republished  in  altered  form  in 
the  same  year  as  The  Trades-mans  Jewel,  or  a  Safe,  Easie,  Speedy, 
and  Effectual  Means  for  the  Advancement  of  Trade  .  .  .  by  making 
.  .  .  Bills  to  become  current  instead  of  Money.  Potter's  plan  was  to 
issue  bills  drawn  on  the  security  of  land  and  other  property.  A  Scottish 
merchant,  William  Paterson  ( 1658-1719 ) ,  also  had  the  idea  of  a  note- 
issuing  bank.  His  plan  led  to  the  establishment  of  the  Bank  of  Eng- 
land in  1694. 

In  France,  John  Law  ( 1671-1729 )  carried  a  plan  of  this  kind  into 
fruition.  Law  was  the  son  of  an  Edinburgh  goldsmith  and  fled  from 
Scotland  after  having  killed  his  antagonist  in  a  duel.  He  published 
Money  and  Trade  Consider  d;  with  a  Proposal  for  Supplying  the 
Nation  with  Money  (1705,  second  edition,  1720).  In  this  book,  Law 
argued  that  trade  depended  on  money  and  that  laws  designed  to 
afford  employment  had  little  success  if  money  were  scarce.  He  advo- 
cated issuing  more  money  for  the  purpose  of  making  trade  more 
prosperous.  He  submitted  a  plan  in  1705  for  establishing  a  bank  in 
Scotland  which  would  issue  notes;  but  his  proposal  was  rejected. 
However,  his  idea  found  favor  with  the  French  government  and  he 
was  permitted  to  establish  a  note-issuing  bank  in  France.  It  con- 
tributed to  a  boom  in  trade,  but  also  to  a  wave  of  speculation  and 
inflation,  followed  by  disaster.  Paterson's  plan  had  more  success.  The 
arrangements  made  for  operating  the  Bank  of  England  called  for  the 
issue  of  only  a  specified  amount  of  notes  backed  by  government 
securities,  with  gold  backing  for  all  notes  beyond  this  amount.  To  the 
extent  of  the  security-backed  issue,  the  plan  was  inflationary  (and 
one  historian  has  called  the  bank  a  machine  for  financing  the  govern- 
ment by  inflating  the  currency).  The  amount  of  the  security-backed 
issue  was  not  large  enough,  however,  to  permit  the  immoderate  infla- 
tion which  occurred  with  Law's  bank  in  France. 


THE   GERMAN   CAMERALISTS 

A  movement  which  included  large  elements  of  mercan- 
tilism arose  in  Germany  during  the  eighteenth  century.  It  has  been 
called  "cameralism,"  from  the  term  which  was  used  by  some  of  its 
leaders  to  describe  it— Kameral— or  Cameralwissenschaft  (literally,  the 
wisdom  or  science  of  the  camera  or  room).  It  was  the  science  of  the 
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government  counting  house  or  finance  department,  as  distinct  from 
Polizeiwissenschaft,  which  was  the  science  of  "police"  or  government 
administration.  Notable  writers  of  the  cameralist  group  included 
Johannes  Heinrich  Gottlob  von  Justi  (1717-1771),  who  taught  the 
subject  at  the  University  of  Vienna  and  later  held  a  government  posi- 
tion under  Frederick  the  Great  of  Prussia;  and  Joachim  Georg  Darjes 
(1714-1791),  who  taught  at  Jena  and  subsequently  at  Frankfurt  on 
Oder.  Writings  of  the  two  include  the  Erste  Griinde  der  Cameral- 
Wissenschaften  ("First  Principles  of  Cameralism,"  1756),  by  Darjes, 
and  Grundsdtze  der  Polizeiwissenschaft  ("Principles  of  Government 
Administration,"  1756)  and  System  des  Finanzwesens  ("System  of 
Finances,"  1766)  by  Justi. 

The  cameralist  writers  paid  special  attention  to  government  reve- 
nue, and  their  works,  at  times,  gave  the  impression  that  they  were 
interested  in  other  matters  only  so  far  as  government  finances  were 
concerned.  Nevertheless,  they  stated  some  general  principles.  When 
Darjes  laid  down  the  rule  that  a  prince  could  be  rich  only  if  his 
people  were  numerous  and  prosperous,  the  special  interest  of  the 
prince  or  ruler  was  sublimed  in  the  wider  interest  of  the  people  as  a 
whole.  Discussing  "the  great  management  of  the  state,"  Justi  said  that 
this  rested  "virtually  upon  the  same  rules  which  other  managements 
must  observe.  In  both  establishments  the  ultimate  purposes  are  to 
acquire  'means/  to  assure  what  has  been  acquired,  and  to  use  reason- 
ably the  goods  possessed.  The  house-keeping  of  the  state  is  merely  of 
incomparably  greater  extent  than  that  of  a  private  person."23  Darjes' 
ideas  on  government  control  led  him  to  study  business  costs  and  his 
work  on  this  subject  was  particularly  acute  for  the  time. 

Justi's  System  des  Finanzwesens  can  be  called  the  first  general 
treatise  in  German  on  the  subject  of  government  finance.  It  is  of  par- 
ticular interest  for  some  rules  it  stated  concerning  taxes.  These  were  as 
follows:  (1)  The  taxes  should  be  such  as  would  be  paid  willingly. 
(2)  They  should  not  be  oppressive  to  industry  or  trade,  nor  should 
they  unduly  limit  the  freedom  of  the  people.  (3)  They  should  be 
levied  fairly,  or  equally.  (4)  They  should  be  certain;  that  is,  they 
should  be  laid  on  definite  objects  and  not  in  such  a  manner  as  to  be 
easily  evaded.  (5)  They  should  be  such  that  the  cost  of  collection 
was  not  high.    (6)  They  should  be  payable  at  a  convenient  time  and 

23  Quoted  in  A.  W.  Small,  The  Carrier alists  (Chicago:  University  of  Chicago  Press, 
1908),  pp.  306-307. 
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in  an  acceptable  manner.  The  "canons"  or  rules  of  taxation  which 
Adam  Smith  included  in  his  Wealth  of  Nations  parallel  this  list  very 
closely. 

Some  of  the  more  familiar  tenets  of  mercantilism  were  incorporated 
in  the  cameralist  teachings.  Foreign  trade  was  considered  to  be  desir- 
able, provided  that  it  brought  in  more  specie  than  it  took  out  of  the 
country.  Rich  foreigners  were  to  be  encouraged  to  settle  in  the  coun- 
try. The  importation  of  luxuries  and  the  exportation  of  raw  materials 
were  both  to  be  discouraged. 

National  conditions  in  Prussia  help  explain  the  cameralist  move- 
ment. Frederick  II  ("the  Great")  was  king  of  Prussia  from  1740  to 
1786  and  was  bent  on  making  Prussia  larger  in  area  and  more  influen- 
tial among  the  nations,  and  on  making  its  people  more  prosperous.  He 
was  an  absolute  monarch  but  he  said  that  he  was  only  the  servant 
of  the  nation.  Because  he  was  engaged  in  constant  warfare,  his  govern- 
ment's financial  needs  were  very  pressing.  The  entire  situation  was 
similar  to  that  of  France  under  Louis  XIV  in  the  previous  century, 
except  that  Prussia  had  no  Colbert.  Frederick  was  his  own  first  minis- 
ter; he  ruled  the  country  himself.  Continuing  war  made  his  treasury 
less  important  only  than  the  army. 


MERCANTILIST    POLICIES 


GENERAL,   WITH  ILLUSTRATIONS   FROM   ENGLAND 

In  medieval  times,  English  kings  taxed  both  imports 
and  exports  at  the  ports.  Taxing  imports  alone  and/or  paying  bounties 
on  exports,  thus  giving  aid  to  local  producers,  has  been  regarded  as 
characteristic  of  mercantilism.  Was  this  a  shift  of  emphasis?  It  is 
argued  that,  in  the  subsistence  economy  which  characterized  much  of 
the  Middle  Ages,  it  was  plain  to  all  that  wealth  consisted  of  goods 
for  consumption  purposes.  The  machinery  of  government  was  used  to 
help  either  consumer  or  producer  as  different  circumstances  arose, 
and  as  might  seem  appropriate.  With  mercantilism,  however,  it  has 
been  believed  that  the  emphasis  turned  from  goods  to  money  and  that, 
to  increase  the  stock  of  money,  exports  were  encouraged  and  imports 
discouraged  as  a  regular  policy.  Thus,  the  producer  was  aided  at  the 
expense  of  the  consumer.  Adam  Smith  therefore  felt  able  to  say  that  "in 
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the  mercantile  system,  the  interest  of  the  consumer  is  almost  con- 
stantly sacrificed  to  that  of  the  producer."24 

It  must  be  conceded  that  there  is  some  truth  in  this  view.  Govern- 
ment by  pressure  group  is  not  new  in  our  time.  It  goes  back  indefi- 
nitely. As  trade  developed  at  the  close  of  the  Middle  Ages,  the  traders 
formed  a  powerful  pressure  group  and  did  much  to  influence  legisla- 
tion in  their  own  favor.  This  was  true  also  of  manufacturers,  as  manu- 
facture became  more  important.  The  large  landowners  exerted  con- 
siderable pressure,  as  well,  and  the  interests  of  the  three  groups  often 
clashed.  The  landowners  lived  on  rents  which  depended  on  a  prosper- 
ous agriculture,  so  they  supported  the  farmers  as  producers  of  food 
rather  than  the  consumers  of  food;  but  they  were  interested  in  obtain- 
ing other  consumers'  goods  cheaply— especially  luxuries— and  therefore 
they  had  no  enthusiasm  for  import  duties  or  prohibitions  on  such 
goods.  The  traders  wanted  freedom  to  import  and  export.  The  manu- 
facturers desired  protection  against  imports.  The  government  had  the 
task  of  reconciling  these  conflicting  interests.  Even  at  the  height  of 
mercantilism,  the  interest  of  the  producer  was  not  completely  domi- 
nant. The  English  corn  laws  had  a  care  for  the  consumer,  as  well  as 
for  the  producer.  The  Statute  of  Monopolies  was  designed  largely  to 
protect  the  consumer  against  exploitation  by  privileged  producers. 

When  laws  were  passed  which  seemed  to  favor  the  producer,  it  was 
not  always  with  only  the  profit  of  the  enterprise  in  view.  Affording 
employment  to  workers  was  often  a  consideration.  This,  as  well  as  the 
development  of  the  home  industry,  was  given  as  a  reason  why  the 
French  government  imposed  duties  on  the  importation  of  English 
cloth  in  the  middle  1600's.  Shortly  afterward,  the  Swedes  placed  tariffs 
on  English  cloth  to  foster  Swedish  home  manufacture. 

The  emigration  of  artisans  was  another  problem  to  receive  attention. 
In  1678,  it  was  complained  that  the  Portuguese  ambassador  to  England 
was  "spiriting  our  men  from  hence  to  teach  weaving"  in  Portugal; 
early  in  the  1700's  a  similar  complaint  was  made  regarding  the  Rus- 
sian government  getting  Englishmen  who  were  skilled  in  tobacco 
rolling  to  go  to  Russia.  This  last  seems  to  have  been  part  of  Tsar  Peter 
the  Great's  plan  to  develop  Russian  industry.  Such  complaints  became 
so  general  that,  in  1719,  the  British  government  forbade  the  emigration 
of  skilled  workers;  but  this  law  was  not  entirely  effective.  Much 
earlier,  England  herself  had  encouraged  the  immigration  of  weavers 
from  the  Low  Countries.  A  Flemish  enterpriser,  John  Kempe,  was 
24  Wealth  of  Nations,  Bk.  iv,    Chap.  8. 
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given  a  patent  to  settle  in  England  as  early  as  1331;  and  patents  of^ 
monopoly  were  used  in  the  later  1500's  and  the  1600's  to  induce  for- 
eigners to  settle  in  England,  as  well  as  to  stimulate  the  British  people 
to  develop  new  industries.  This  development  was  an  antecedent  of 
the  modern  patent  laws,  but  frequently  the  early  patents  led  to  abuse, 
as  when  the  king  gave  patents  to  favorites.  The  English  Statute  of 
Monopolies  of  1624  was  designed  to  check  such  abuse.  A  corollary  to 
encouraging  new  methods  of  production  at  home  was  to  forbid  them 
being  carried  abroad.  The  export  of  machinery  was  prohibited,  and 
when,  in  1789,  Samuel  Slater  moved  from  England  to  the  United 
States  to  help  in  establishing  an  American  textile  industry,  he  was 
not  allowed  to  take  with  him  drawings  of  his  machinery. 

Another  aspect  of  mercantilist  thought  and  policy  was  its  attitude 
to  colonies  and  shipping.  Shipping  was  encouraged,  like  other  indus- 
tries; moreover,  sea  power  was  considered  especially  important  to  the 
nations  of  western  Europe  in  the  mercantile  age.  Voyages  such  as  those 
of  Columbus,  Vasco  da  Gama,  and  Magellan  had  opened  up  a  large 
part  of  the  world,  much  of  it  hitherto  little  known  or  even  unknown. 
Attractive  trading  opportunities  were  brought  to  notice,  with  possible 
benefits  from  colonial  exploitation.  Gold  and  silver  in  large  quantities 
were  being  obtained  by  the  Spaniards  from  South  America  and  there 
were  hopes  of  similar  discoveries  in  other  continents.  Important 
sources  of  raw  materials  were  opened,  such  as  the  forests  near  the 
eastern  seaboard  of  North  America.  Markets  for  the  home  country's 
manufactured  products  could  be  developed.  Rather  than  standing 
alone  in  the  world,  there  was  hope  that  the  home  country  might  be- 
come the  focus  of  a  large  empire,  with  resulting  wealth  and  power 
for  all  concerned. 

To  this  end,  trading  rights  were  granted  to  companies  estab- 
lished in  Europe,  of  which  the  British  East  India  Company  became 
perhaps  the  most  famous.  One  of  these  organizations,  the  Hudson's 
Bay  Company,  still  operates.  The  East  India  Company  was  founded 
to  profit  from  the  East  Indian  trade,  and  it  built  an  empire  for  Britain 
in  India.  Adam  Smith  wrote  while  the  company  was  in  operation,  and 
much  of  his  criticism  of  mercantilism  was  directed  against  this  com- 
pany. Smith  said  that  the  functions  of  a  trader  and  a  government  were 
incompatible;  and  that  damage  was  being  done  both  to  India  and  to 
Britain  by  permitting  a  trading  company  to  govern  India.  It  was  not 
until  after  the  Indian  revolt  of  1857  that  the  company  was  liquidated. 
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Navigation  laws  were  aimed  at  forcing  commerce  into  the  ships 
of  the  trading  nation  which  enacted  the  laws,  whether  exporter  or 
importer.  British  laws  encouraged  colonial  North  American  shipping 
as  well  as  British  shipping,  because  ships  owned  in  the  North  Ameri- 
can colonies  were  protected  by  the  laws  just  as  were  those  owned  in 
Britain  itself.  Not  until  the  middle  of  the  nineteenth  century  were  the 
British  navigation  laws  repealed. 

In  keeping  with  the  policy  of  protecting  the  home  country's  manu- 
factures, manufacturing  was  repressed  in  the  colonies.  As  might  be 
expected,  this  policy  caused  local  resentment.  In  some  instances  it 
helped  to  provoke  the  revolts  and  disturbances  which  led  to  self- 
government  or  independence  for  the  colonial  areas.  This  was  true  of 
the  British  American  colonies  which  later  became  the  United  States. 

The  interpretation  of  mercantilism  which  sees  it  as  placing  on  a 
national  basis  the  medieval  policy  of  regulation— to  secure  a  balance 
between  the  various  classes  of  people,  with  justice  to  all— is  well  exem- 
plified by  the  British  Statute  of  Apprentices  or  Artificers,  enacted  in 
1563,  and  by  the  British  corn  laws. 

According  to  its  preamble,  the  Statute  of  Apprentices  was  enacted 
to  "banish  idleness,  advance  husbandry  and  yield  unto  the  hired  per- 
son both  in  the  time  of  scarcity  and  in  the  time  of  plenty  a  convenient 
proportion  of  wages."  In  addition  to  provisions  concerning  apprentice- 
ship, which  were  intended  to  secure  a  supply  of  properly  trained 
workers  for  industry,  the  statute  provided  that  unemployed  persons 
might  be  set  to  work  in  agriculture.  It  also  established  a  system  of 
regulating  wages  according  to  the  cost  of  living.  The  statute  declared 
that  the  old  laws  governing  wages  ( which  went  back  to  the  time  of  the 
Black  Death,  in  the  middle  of  the  thirteenth  century)  had  been  ren- 
dered obsolete  by  the  rise  which  had  taken  place  in  the  price  level. 
The  statute  provided  that,  every  year  at  Easter,  the  local  justices  of 
the  peace  should  meet,  "calling  unto  them  such  discreet  and  grave 
persons  ...  as  they  shall  think  meet,  and  conferring  together  respecting 
the  plenty  or  scarcity  of  the  time  and  other  circumstances  necessary 
to  be  considered,"  should  "rate  and  appoint  the  wages."  It  was  not 
stated  in  the  statute  what  was  to  be  considered  a  "convenient  pro- 
portion" of  wages;  this  was  left  to  the  local  justices  to  determine. 
Usually,  the  justices  were  interested  parties,  being  drawn  from  the 
employing  classes.  Evidence  indicates  that  frequently  they  affirmed 
wage  rates  from  year  to  year. 
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The  English  corn  laws  were  designed  to  secure  a  due  balance 
between  consumer  and  producer  by  regulating  imports  and  exports 
of  the  principal  grains.  When  the  prices  of  the  grains  were  low,  ex- 
ports were  encouraged  and  imports  discouraged;  when  grain  prices 
were  high  the  reverse  took  place.  A  system  of  import  duties  and  export 
bounties  was  used  for  this  purpose.  Regulation  of  trade  in  grain  began 
in  England  as  early  as  the  twelfth  century  and  in  some  form  or  other 
continued  until  about  the  middle  of  the  nineteenth  century.  The 
spread  of  pasture  farming  in  the  1500's  raised  fears  of  a  grain  shortage. 
New  laws  were  passed  in  1534,  1555,  1563,  and  1571.  The  1563  law 
particularly  was  decidedly  mercantilist  in  flavor— for  example,  if  grain 
were  exported  it  had  to  be  carried  in  English  ships.  There  were  fur- 
ther changes  in  the  laws  in  the  1600's  and  the  period  shortly  after 
1660  represented  perhaps  the  fullest  development  of  the  system. 
Through  much  of  her  history,  England  exported  and  imported  grain 
from  year  to  year  according  to  the  size  of  her  harvests;  but  after  1750 
and  still  more  after  1800,  she  became  mainly  a  grain  importer.  The 
laws  thus  lost  their  two-way  character  and  became  primarily  protec- 
tive. More  is  said  about  them  in  a  later  chapter. 

FRANCE 

The  ministry  of  Jean  Baptiste  Colbert  (1619-1683) 
in  the  reign  of  King  Louis  XIV  in  France  may  well  be  compared  with 
that  of  Cecil  in  England  in  the  latter  part  of  the  sixteenth  century. 
Each  of  these  statesmen  was  a  leading  architect  of  mercantilist  policy 
in  his  respective  country.  Colbert,  the  son  of  a  merchant,  entered  gov- 
ernment service.  He  rose  to  be  the  king's  principal  adviser  and  con- 
troller of  the  state  finances.  He  reformed  the  government  service  to 
improve  its  efficiency.  Industry  was  regulated  in  great  detail.  Com- 
panies were  established  to  trade  with  India  and  America.  Factories 
were  built  with  government  money  to  serve  as  examples  to  private 
firms.  Workmen  were  forbidden  to  emigrate,  and  a  protective  tariff 
restricted  imports.  Roads  and  canals  were  constructed  to  facilitate 
local  trade.  A  navy  was  built  and  staffed  by  measures  ranging  from 
conscription  and  the  use  of  French  criminals  and  captives  to  the  enlist- 
ment of  American  Indians.  The  construction  of  merchant  ships  was 
subsidized.  It  is  difficult  to  assess  the  success  of  Colbert's  program  be- 
cause France  was  engaged  in  almost  continuous  warfare  during  his 
ministry,  and  the  royal  establishment  was  extravagant.  Taxes  had  to 
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be  increased  and  the  people  were  far  from  prosperous.  Whether  the 
national  prosperity  would  have  been  greater  if  trade  had  been  more 
free  cannot  be  determined. 


SPAIN 


Spain  was  another  country  in  which  some  aspects  of 
mercantilism  were  well  developed.  In  one  respect,  Spain  was  the 
model  for  all  mercantilists.  Her  explorers  and  soldiers  in  South  America 
opened  up  a  great  supply  of  precious  metals.  At  first,  the  treasure  was 
obtained  by  seizing  metal  already  mined,  but  later  the  Spaniards 
organized  mining  operations,  using  the  forced  labor  of  the  local 
people.  Specie  flowed  to  Spain.  Other  parts  of  western  Europe  received 
it  through  capture  and  trade,  as  well  as  through  the  expenditure  of 
the  Spanish  kings  for  military  and  administrative  operations. 

Spain's  political  problems  in  the  1500's  and  1600's  were  first,  the 
attainment  of  national  unity  and  then,  making  the  government  strong 
against  its  enemies,  internal  and  external.  The  government  of  Philip  II 
in  Spain  became  so  powerful  that  it  was  judged  to  be  a  menace  to 
other  governments,  notably  that  of  Elizabeth  in  England.  Spain's 
ships  not  only  endangered  England's  ships  and  colonies  but  also  her 
freedom,  so  it  was  thought.  Hence,  the  economic  and  naval  power  of 
Spain  led  to  the  development  of  equivalent  power  in  England.  The 
same  was  true  of  Dutch  and  French  power  in  the  1600's.  Just  as  the 
English  people  regarded  Spain  as  a  threat  in  the  1500's,  it  was  first 
Holland  and  later  France  which  appeared  dangerous  in  the  1600's 
and  1700's. 

Regulatory  policy  in  the  Spanish  homeland  followed  the  general 
pattern  of  mercantilism  everywhere,  with  certain  differences.  Prohibi- 
tions of  the  export  of  gold  and  silver  from  Spain  go  back  to  the  thir- 
teenth century,  and  efforts  of  this  kind  continued  until  the  eighteenth, 
despite  the  fact  that  both  trade  and  military  spending  were  distribut- 
ing South  American  metal  throughout  western  Europe.  Imports  of 
wine  were  forbidden  to  protect  the  home  producers.  Laws  forbade 
exports  in  foreign  ships  when  Spanish  vessels  were  available.  An 
organization  called  the  Mesta  exercised  considerable  influence.  It  was 
a  guild  of  sheep  grazers  which  regulated  the  movement  of  sheep  and 
owned  land  and  other  property.  As  a  result  of  its  influence,  the  gov- 
ernment encouraged  the  export  of  wool  and  even  allowed  wool  cloth 
to  be  imported.  Here  we  have  the  opposite  of  what  usually  was  done 
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by  mercantilist  policy  makers:  wool  manufacturing  in  Spain  was  dis- 
couraged to  foster  the  raw  material  industry.  The  Casa  de  Contratacion 
(House  of  Trade)  was  established  to  regulate  colonial  trade.  Among 
other  things,  it  owned  and  operated  the  vessels,  which  carried  the 
traffic  between  Spain  and  her  colonies.  Trading  in  the  goods  carried 
in  the  ships  was  in  private  hands,  with  the  merchants  purchasing  cargo 
space  in  the  vessels.  To  ensure  proper  control,  it  was  required  that  the 
trade  pass  through  designated  ports.  This  was  the  plan  which  had  been 
followed  by  the  English  Staple,  which  had  handled  the  export  of  wool 
from  England  to  continental  Europe  in  the  latter  part  of  the  Middle 
Ages.  One  reason  for  such  a  complete  organization  of  Spanish  trans- 
oceanic trade  was  the  need  for  defense.  Spain  was  often  at  war,  and 
the  system  made  it  easy  to  ensure  that  war  vessels  accompanied  and 
protected  the  trading  and  bullion-carrying  ships. 

Such  were  the  principles  and  policies  of  the  mercantile  system. 
The  English  parliamentarian,  Sergeant  Onslow,  making  a  motion  in 
the  House  of  Commons  in  1814  to  repeal  the  Statute  of  Apprentices, 
commented  that  the  reign  of  the  first  Queen  Elizabeth  (when  the 
statute  was  enacted)  "was  not  one  in  which  sound  principles  of  com- 
merce were  known."  What  Onslow  meant  by  "sound  principles"  were 
Adam  Smith's  principles,  that  wealth  was  maximized  by  free  enter- 
prise and  that  restraints  on  trade  "defeated  the  end  they  aimed  at, 
and  discouraged  that  very  employment  which  they  ought  to  promote," 
to  quote  Onslow's  words.  Adam  Smith  had  in  mind  the  maximization 
of  individual  wealth  within  the  nation  and  through  it  the  attainment 
of  national  well-being.  The  mercantilists  did  not  see  things  in  this 
light.  They  asked  what  kind  of  state  or  nation  they  wanted  and  then 
they  enacted  laws  to  built  such  a  state.  It  is  a  significant  comment  on 
both  the  mercantilists  and  Adam  Smith  that,  having  tried  in  large 
measure  the  system  advocated  by  Smith,  modern  nations  recently 
have  been  reverting  to  mercantilism  in  their  legislative  policies. 
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CHAPTER  3 


SOME 

BEGINNINGS 

OF 

MODERN  ECONOMICS 


It  seems  sensible  to  refer  to  the  writings  which  are 
examined  in  this  chapter  as  an  economics  of  transition.  They  cover  a 
period  of  something  less  than  a  century,  and  most  of  them  are  of 
British  origin.  A  political  revolution  had  taken  place  in  Britain  in 
1688-1689.  The  pro-Catholic  king,  James  II,  had  been  driven  from  the 
throne  and  replaced  by  the  Protestant,  William  III  (William  of 
Orange).  James  had  attempted  to  take  the  governing  power  into  his 
own  hands,  but  the  revolution  put  Parliament  decisively  in  the  saddle. 
Voting  rights  being  what  they  were,  it  was  a  parliament  of  small  land- 
owners and  substantial  men  from  the  cities,  but  it  provided  an  environ- 
ment in  which  the  ideas  of  John  Locke  could  thrive.  The  objectives  of 
individual  men  as  men,  not  those  of  kings  or  magnates,  now  could 
appear  to  be  the  objectives  of  the  society.  This  condition  was  in  con- 
trast to  the  situation  in  France  and  Germany,  where  the  kings  and 
great  landowners  continued  to  dominate  the  scene. 

There  was  also  economic  change.  Manufactures  were  expanding  in 
England,  especially  the  textile  industry  in  the  rural  areas.  Enterprise 
was  escaping  from  the  government  control  that  had  been  favored  by 
the  mercantilists.  It  was  not  that  there  were  any  great  changes  in 
mercantilist  laws,  but  their  operation  was  becoming  less   effective. 
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Writings  continued  to  express  mercantilist  sentiments  but  criticism 
also  appeared.  This  was  less  in  the  form  of  direct  attacks  on  mercan- 
tilism than  in  that  of  speculation  which  was  not  compatible  with 
mercantilist  beliefs.  Men  were  seeking  an  appropriate  economics  for 
the  time.  Probably  the  nearest  approach  to  a  comprehensive  system  of 
economic  thought  in  this  period  was  that  offered  by  Cantillon,  in  a 
book  written  in  French  but  known  in  England.  Locke  produced  a 
system  of  thought  which  had  economic  implications,  but  he  did  not 
himself  make  this  into  an  economic  system.  For  the  most  part,  what 
emerged  in  economic  thought  was  a  collection  of  bits  and  pieces, 
which  in  retrospect  we  can  see  pointed  toward  but  did  not  become  a 
co-ordinated  whole. 

Often  the  various  writings  which  appeared  in  Britain  in  this 
period  are  referred  to  as  the  beginnings  of  modern  economics.  But 
what  is  modern  economics  considered  to  be?  Perhaps  it  can  be  re- 
garded in  two  ways.  The  view  can  be  taken  that  modern  economics  is 
an  objective  study  of  want  satisfaction;  therefore  we  can  look  for  the 
emergence  of  this  type  of  study.  Alternatively,  we  can  search  for  the 
appearance  of  the  theories  which  have  characterized  modern  eco- 
nomics, such  as  the  idea  of  a  self-working  economy,  the  Ricardian 
theory  of  rent,  the  Malthusian  theory  of  population,  employment 
theory,  and  the  quantity  theory  of  money.  In  large  part,  the  two  ap- 
proaches lead  us  to  the  period  under  study  in  this  chapter. 

It  is  clear  that  neither  the  economic  thinking  of  medieval  times 
nor  that  of  the  mercantilists  can  be  called  objective,  strictly  speaking. 
In  the  literature  of  western  Europe  in  the  Middle  Ages,  such  writing 
as  there  was  on  economics  usually  was  subordinated  to  Christian 
ethics;  in  the  mercantile  period  economics  was  largely  the  servantjjf 
political  nationalism  and  of  special  interest  groups,  such  as  merchants 
engaged  in  foreign  trade.  There  was  some  objectivity  in  both  periods, 
as  when  Thomas  Aquinas  commented  on  the  incentive  aspect  of  prop- 
erty rights  and  when  such  a  mercantilist  as  Thomas  Mun  said  that 
wealth  consisted  of  the  goods  needed  for  life.  Looking  at  the  beginning 
of  modern  economics  from  this  viewpoint,  it  may  be  that  Sir  William 
Petty  ( 1623-1687 )  deserves  the  title  which  Friedrich  Engels  gave  him 
in  his  Anti-Diihring,  "the  founder  of  modern  political  economy." 
Marx  said  the  same  thing  in  his  Critique  of  Political  Economy.  Marx 
and  Engels  probably  had  in  mind  both  aspects  of  the  beginning  of 
modern  economics.  Petty  looked  at  economics  objectively,  or  so  he 
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thought.  He  also  stated  the  labor  theory  of  value,  which  Marx  and 
Engels  believed  to  be  a  sound  theory. 


ENGLISH  WRITERS  FROM  PETTY  TO  MANDEVILLE 

Petty  often  is  grouped  with  John  Graunt  (1620- 
1674),  Gregory  King  (1648-1712),  and  Charles  Davenant  (1656- 
1714 ) ;  and  the  term  "political  arithmetic"  has  been  used  to  characterize 
their  work.  "Social  statistics,"  "vital  statistics,"  and,  especially  in  regard 
to  King,  "economic  statistics"  are  names  which  are  more  in  keeping 
with  the  terminology  of  our  own  time. 

GRAUNT 

Graunt  was  a  London  haberdasher,  or  dealer  in  men's 
and  women's  furnishings.  His  hobby  was  the  study  of  "bills  of  mor- 
tality," which  dated  back  to  the  early  1500's.  Probably  more  than  any- 
one else  he  can  be  regarded  as  the  father  of  modern  vital  statistics. 
The  bills  of  mortality  were  death  records  and,  from  an  examination 
of  these  and  of  records  of  christenings  of  children,  Graunt  drew  such 
conclusions  as  these:  that  mortality  rates  were  highest  among  the 
young  and  the  old,  that  male  births  exceeded  female  births,  and  that 
the  death  rate  was  normally  higher  in  urban  than  in  rural  districts. 
More  thorough  statistical  study  since  his  time  has  supported  these 
generalizations.  Incidentally,  Graunt  made  the  suggestion  that  the 
higher  death  rate  in  London  in  his  time  as  compared  with  the  rate 
before  1600  might  be  due  to  coal  having  come  into  use  for  heating 
purposes.  Investigators  into  the  modern  problem  of  "smog"  may  be 
interested  in  this  point.  Natural  and  Political  Observations  Mentioned 
in  a  following  Index,  and  made  upon  the  Bills  of  Mortality,  first  pub- 
lished in  1662,  gave  Gr aunt's  conclusions. 


KING 

Gregory  King  had  obtained  experience  assisting  an 
antiquary  and  also  a  publisher  of  a  book  on  roads  before  he  became 
registrar  of  the  English  College  of  Arms.  In  this  connection  his  work 
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dealt  with  genealogy,  and  he  grew  interested  in  statistics  pertaining  to 
economic  matters.  His  book,  Natural  and  Political  Observations  and 
Conclusions  upon  the  State  and  Condition  of  England,  was  written 
in  1696.  Portions  of  it  were  incorporated  in  Davenant's  works  but 
King's  study  itself  was  not  published  until  1801,  when  it  was  added  to 
George  Chalmers'  Estimate  of  the  Comparative  Strength  of  Great 
Britain. 

King  utilized  records  of  the  hearth  tax  and  of  assessments  on  births, 
marriages,  and  deaths,  to  estimate  the  number  of  families,  the  average 
size  of  family,  and  the  total  population.  He  estimated  the  population 
of  England  at  the  time  to  be  five  and  one-half  million,  a  considerably 
lower  figure  than  was  given  by  Petty  (who  gave  estimates  from  six 
to  seven  and  two-fifths  million),  Davenant  (seven  to  eight  million), 
and  Barbon  (seven  million).  It  is  noteworthy  that,  when  regular 
censuses  began  to  be  taken  in  1801,  it  was  King's  estimate,  rather  than 
those  of  his  contemporaries,  which  seemed  to  be  supported  by  the 
census  data.  King  estimated  the  number  of  people  in  various  social 
groups  and  also  their  average  incomes.  He  estimated  the  amounts  of 
grain  and  wool  produced  and  of  woolen  manufactured.  He  even  con- 
sidered the  effect  of  a  decrease  in  the  size  of  the  harvest  on  the  price 
of  grain.  Many  of  his  figures  were  little  better  than  guesses  but, 
bearing  in  mind  the  paucity  of  statistics  in  his  day,  his  effort  must 
receive  recognition  as  a  significant  forerunner  of  the  statistical  work 
in  economics  which  has  developed  apace  in  our  own  century. 


PETTY 

Sir  William  Petty  was  an  active  figure  in  his  day,  a 
self-made  man  who,  among  other  occupations,  taught  anatomy  at 
Oxford  University.  He  became  a  landowner  in  Ireland  after  surveying 
Irish  estates  following  the  English  conquest  of  that  country.  He  was  a 
friend  of  Samuel  Pepys  and  one  of  the  founders  of  the  Royal  Society. 
In  his  Political  Arithmetick,  or  a  Discourse  Concerning  The  Extent 
and  Value  of  Lands,  People,  Buildings  .  .  .  (published  in  1690  but 
perhaps  completed  as  early  as  1676),  Petty  gave  a  name  to  the  type 
of  study  which  he,  Graunt,  and  King  undertook.  He  called  it  "political 
arithmetic,"  and  this  group  of  writers  is  still  sometimes  referred  to  as 
the  "political  arithmeticians." 

In  the  preface  to  this  work,  Petty  said  that  he  was  expressing  him- 
self "in  Terms  of  Number,  Weight,  or  Measure,"  using  only  "Argu- 
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merits  of  Sense,"  and  considering  only  "such  Causes,  as  have  visible 
Foundations  in  Nature."1  Today,  we  might  think  him  rather  liberal  in 
deciding  what  had  visible  foundations  in  nature,  but  at  least  his  inten- 
tions are  clear.  Petty  published  a  number  of  other  writings,  the  more 
important  of  which  are  mentioned  in  the  following  paragraphs.  Scat- 
tered through  these  works,  somewhat  indiscriminately,  are  many  com- 
ments and  arguments  which  anticipate  theories  that  later  assumed 
importance  in  economics.  For  this  reason,  Petty  merits  more  attention 
here  than  is  given  to  Graunt,  King,  or  Davenant. 

Speaking  of  what  subsequently  came  to  be  called  "factors  of  pro- 
duction" in  A  Treatise  of  Taxes  i?  Contributions  .  .  .  The  same  being 
frequently  applied  to  the  present  State  and  Affairs  of  Ireland  ( 1662 ) , 
Petty  said  that  "Labour  is  the  Father  and  active  principle  of  Wealth, 
as  Lands  are  the  Mother,"2  a  statement  which  a  modern  writer  on  the 
psychological  aspect  of  the  history  of  economics  has  used  to  support 
a  Freudian  interpretation  of  classical  economic  principles.3 

Petty  showed  interest  in  rent.  He  considered  it  to  be  the  remainder 
of  the  produce  of  land,  after  the  costs  of  cultivation  had  been  met. 
He  wrote,  in  his  Treatise  of  Taxes  &  Contributions,  that 

I  say,  that  when  this  man  [i.e.,  the  cultivator  or  farmer]  hath  subducted 
his  seed  out  of  the  proceed  of  his  Harvest,  and  also,  what  himself  hath  both 
eaten  and  given  to  others  in  exchange  for  Clothes,  and  other  Natural  neces- 
saries; that  the  remainder  of  Corn  is  the  natural  and  true  Rent  of  the  Land 
for  that  year;  and  the  medium  of  seven  years,  or  rather  of  so  many  years 
as  makes  up  the  Cycle,  within  which  Dearths  and  Plenties  make  their 
revolution,  doth  give  the  ordinary  Rent  of  the  Land  in  Corn.4 

Petty  went  on  to  make  a  statement  which  pointed  toward  the  "ex- 
tensive margin"  and  the  "intensive  margin"  of  Ricardo's  rent  theory: 

...  if  the  said  five  Shires  [i.e.,  the  counties  near  London]  did  already 
produce  as  much  Commodity,  as  by  all  endeavour  was  possible;  then  what 
is  wanting  must  be  brought  from  a  far,  and  that  which  is  near,  advanced  in 
price  accordingly  [i.e.,  price  of  product  is  governed  by  cost  of  production 
on  the  extensive  margin,  plus  cost  of  transportation  to  market];  or  if  by  the 
said  Shires  by  greater  labour  then  now  is  used,  (as  by  digging  instead  of 
Ploughing,  setting  instead  of  sowing,  picking  of  choice  seed  instead  of 
taking  it  promiscuously,  steeping  it  instead  of  using  it  wholly  unprepared, 

1  The  Economic  Writings  of  Sir  William  Petty,  ed.  C.  H.  Hull  (2  vols.;  Cambridge: 
Cambridge  University  Press,  1899),  I,  244.  Beside  Petty 's  writings,  this  work 
reproduces  Graunt's  book. 

2  Ibid.,  I,  68. 

3  See  Walter  A.  Weisskopf,  The  Psychology  of  Economics  (Chicago:  University  of 
Chicago  Press,  1955),  pp.  125  ff. 

*  Economic  Writings,  I,  43. 
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and  manuring  the  ground  with  salt  instead  of  rotten  straw,  &c.)  then  will 
the  Rent  be  as  much  more  advanced,  as  the  excess  of  encrease  exceeds  that 
of  the  labour  [i.e.,  rent  is  excess  of  product  price  above  production  cost].5 

In  the  Treatise  of  Taxes  b-  Contributions,  Petty  stated  a  labor-time 
theory  of  value.  Comparing  equal  quantities  of  time  expended  on  the 
production  of  corn  {i.e.,  grain)  and  on  the  mining  of  silver,  he  said: 

.  .  .  the  Silver  of  the  one,  must  be  esteemed  of  equal  value  with  the  Corn 
of  the  other:  the  one  being  perhaps  twenty  Ounces  and  the  other  twenty 
Bushels.  From  whence  it  follows,  that  the  price  of  a  Bushel  of  this  Corn 
to  be  an  Ounce  of  Silver.6 

In  The  Political  Anatomy  of  Ireland  .  .  .  (published  in  1691  but  prob- 
ably written  in  1671  or  1672),  however,  Petty  said  that  it  was  not 
labor  time  but  the  cost  of  maintaining  the  laborer  which  governed 
the  value  of  commodities:  "the  days  food  of  an  adult  Man,  at  a 
Medium,  and  not  the  days  labour,  is  the  common  measure  of  Value."7 
In  the  Treatise  of  Taxes  &■  Contributions,  Petty  spoke  of  capital 
as  if  it  were  labor  expended  on  natural  materials  and  then  stored  up 
in  the  form  of  what  now  would  be  called  capital  goods: 

...  all  things  ought  to  be  valued  by  two  natural  Denominations,  which 
is  Land  and  Labour;  that  is,  we  ought  to  say,  a  Ship  or  garment  is  worth 
such  a  measure  of  Land,  with  such  another  measure  of  Labour;  forasmuch 
as  both  Ships  and  Garments  were  the  creatures  of  Lands  and  mens  Labours 
thereupon.8 

In  the  Political  Anatomy  of  Ireland,  Petty  made  a  comment  which 
suggests  a  concept  similar  to  the  "spiritual  capital"  of  which  Adam 
Muller  and  Friedrich  List  spoke  subsequently— the  concept  of  ideas 
as  productive.  The  idea  to  which  Petty  referred  was  productive 
because  it  saved  labor: 

...  if  by  such  Simple  Labour  I  could  dig  and  prepare  for  Seed  a  hundred 
Acres  in  a  thousand  days;  suppose  then,  I  spend  a  hundred  days  in  studying 
a  more  compendious  way,  and  in  contriving  Tools  for  the  same  purpose; 
but  in  all  that  hundred  days  dig  nothing,  but  in  the  remaining  nine  hundred 
days  I  dig  two  hundred  Acres  of  Ground;  then  I  say,  that  the  said  Art 
which  cost  but  one  hundred  days  Invention  is  worth  one  Man's  labour  for 
ever;  because  the  new  Art,  and  one  Man,  perform'd  as  much  as  two  Men 
could  have  done  without  it.9 

The  Treatise  of  Taxes  6-  Contributions  examined  taxation  at  length, 
but  not  without  confusion.  Petty  said  that  a  tax  on  rent  would  be 

5  Ibid.,  I,  52.  6  Ibid.,  I,  43.  7  Ibid.,  I,  181.  8  Ibid.,  I,  44. 

9  Ibid.,  I,  182. 
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capitalized  in  lower  land  values.  He  also  argued  that  such  a  tax 
was  equivalent  to  an  excise  or  impost  on  consumption,  since,  when 
new  leases  were  made,  the  tax  would  be  passed  on  to  the  consumer 
in  higher  prices.10 

On  the  subject  of  money,  Petty  declared  in  the  same  work  that  a 
certain  amount  or  proportion  of  money  was  needed  to  conduct  the 
trade  of  the  nation  and  that  more  or  less  than  this  quantity  would 
be  injurious.11  In  Verbum  Sapienti  (published  with  The  Political  Anat- 
omy of  Ireland  in  1691  but  apparently  written  in  1665),  Petty  said, 
"Money  is  but  the  Fat  of  the  Body-politick,  whereof  too  much  doth 
as  often  hinder  its  Agility,  as  too  little  makes  it  sick."12  The  Quan- 
tuhimcunque  concerning  Money  ( 1682 )  asked  and  answered  a  number 
of  questions  on  the  subject  of  money.  In  one  of  the  answers,  Petty 
said  the  nation  would  have  enough  money  if  it  possessed  the  amount 
which  would  pay  half  a  year's  rent  for  all  its  lands,  a  quarter's  rent 
for  the  houses,  a  week's  expense  for  all  the  people,  and  about  a  quarter 
of  the  value  of  the  exported  commodities.  If  there  were  too  little 
money,  a  bank  could  be  started  which  would  double  the  effect  of  the 
coined  money.13 

Throughout  his  works,  Petty  gave  figures  on  population  and 
economic  quantities  of  various  kinds.  Some  were  carefully  made 
estimates,  others  little  more  than  rash  guesses.  The  Verbum  Sapienti 
is  of  particular  interest  for  a  calculation  of  the  value  of  the  capital 
of  England,  including  the  value  of  the  people.  Government  expendi- 
ture and  tax  revenues  were  also  computed.  In  the  course  of  some 
remarks  that  he  made  on  the  employment  of  the  people  in  concluding 
this  work  ( one  of  his  earlier  ones ) ,  Petty  showed  that  when  he  wrote 
it  he  had  not  altogether  abandoned  mercantilist  views  on  money.  He 
said  that  the  nation  should  employ  itself  in  raising  commodities  which 
would  bring  money  from  abroad.14 


NORTH 

Sir  Dudley  North  (1641-1691)  wrote  much  less  than 
Petty  but  his  tract  entitled  Discourses  upon  Trade;  Principally  di- 
rected to  the  Cases  of  the  Interest,  Coynage,  Clipping,  Increase  of 
Money   (1691)   is  worth  mentioning.  North,  the  younger  son  of  an 

10  See  Ibid.,  I,  39-40. 

11  Ibid.,  I,  35.  12  Ibid.,  I,  113.  13  Ibid.,  II,  446.  14  Ibid.,  I,  119. 
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English  lord,  engaged  in  overseas  trading  ventures  before  entering 
government  service.  He  is  said  to  have  managed  the  finances  of  King 
James  II.  North  concluded  his  Discourses  by  stating  very  briefly  the 
argument  for  economic  freedom  which  Adam  Smith  developed  subse- 
quently in  his  Wealth  of  Nations: 

we  may  labour  to  hedge  in  the  Cuckow,  but  in  vain;  for  no  People  even 
yet  grew  rich  by  Policies;  but  it  is  Peace,  Industry,  and  Freedom  that  brings 
Trade  and  Wealth,  and  nothing  else.15 

"Labour  to  hedge  in  the  Cuckow"  means  to  labor  uselessly,  as  by 
trying  to  confine  a  cuckoo  bird  by  a  hedge. 

DAVENANT 

Charles  Davenant  seems  to  have  sought  a  middle 
ground  between  mercantilism  and  economic  freedom.  Davenant 
served  in  the  English  Parliament  and  also  acted  as  commissioner  of 
excise  and  inspector  general  of  exports  and  imports.  In  his  Discourses 
on  the  Publick  Revenues,  and  on  the  Trade  of  England  (1698),  he 
said: 

Gold  and  silver  are  so  far  from  being  .  .  .  "the  only  things  that  deserve 
the  name  of  treasure,  or  the  riches  of  a  nation,"  that  in  truth,  money  is  at 
bottom  no  more  than  the  counters  with  which  men,  in  their  dealings,  have 
been  accustomed  to  reckon.10 

In  An  Essay  on  the  East-India  Trade  (1697),  Davenant  commented: 

Trade  is  in  its  nature  free,  finds  its  own  channel,  and  best  directeth  its 
own  course:  and  all  Laws  to  give  it  rules  and  directions,  and  to  limit  and 
circumscribe  it,  may  serve  the  particular  ends  of  private  men,  but  are  seldom 
advantageous  to  the  public." 

Adam  Smith  might  well  have  said  this;  but  Davenant  went  on  to 
remark: 

Governments,  in  relation  to  it,  are  to  take  providential  care  of  the  whole, 
but  generally  to  let  2nd  causes  work  their  own  way;  and  considering  all 
links  and  chains,  by  which  they  hang  together,  peradventure  it  may  be 
affirmed,  that,  in  the  main,  all  traffics  whatsoever  are  beneficial  to  a 
country. 

The  injunction  to  "take  providential  care"  may  be  interpreted  as  a 
general  permission  to  governments  to  interfere  in  trade  as  they  may 

15  Discourses  Upon  Trade  .  .  .  (Baltimore:  The  Johns  Hopkins  Press,  1907),  p.  37. 

16  The  Political  and  Commercial  Works  of  that  Celebrated  writer,  Charles  D'Ave- 
nant,  LID.,  ed.  C.  Whitworth  (5  vols.;  London,  1771),  I,  354-355. 

17  Ibid.,  I,  98-99. 
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please;  but,  if  "all  traffics  whatsoever  are  beneficial  to  a  country,"  it 
appears  that  governments  might  as  well  leave  trade  alone. 


BARBON 

Nicholas  Barbon  (c.  1640-1698)  may  be  mentioned 
also.  Barbon  was  trained  as  a  physician  but  became  a  leading  builder 
in  London.  He  is  noteworthy  here  for  his  opposition  to  mercantilist 
ideas.  He  wrote  a  tract  called  A  Discourse  of  Trade  (1690),  in  which 
he  stated  that  "The  Native  Staple  of  each  Country  is  the  Riches  of 
the  Country,  and  is  perpetual,  and  never  to  be  consumed.''  He  pro- 
ceeded to  enumerate  its  components— animals,  plants,  and  minerals. 
Then  he  added  that  "if  the  Natural  Stock  be  Infinite,  the  Artificial 
Stock  which  is  made  of  the  Natural,  must  be  Infinite."18  The  "Arti- 
ficial Stock"  included  various  manufactured  goods.  Anticipating  later 
ideas  on  value,  Barbon  commented  that  "the  Value  of  all  Wares  arise 
from  their  Use,"  the  use  being  "to  supply  the  Wants  and  Necessities 
of  Man."19  Barbon's  other  contributions  are  cited  elsewhere. 


THE   RISE   OF   MODERN   HEDONISM:    HOBBES  * 

Barbon's  reference  to  the  value  of  goods^arising-jrom 
their  use_in^satisfying  wanJLs  draws  attention  to  a  philosophical  de- 
velopment many  years  in  the  making.  The  idea  that  a  search  for 
happiness  was  a  laudable  human  endeavor  had  been  put  forward  by 
Epicurus  and  his  followers  in  ancient  Greece,  as  we  have  seen.  Early 
and  medieval  Christianity  had  rejected  such  a  contention  but,  during 
and  after  the  Renaissance  and  the  Reformation,  it  became  possible  to 
give  attention  again  to  the  views  of  the  Epicureans.  To  do  so  was 
one  of  the  important  contributions  made  to  social  thought  by  Thomas 
Hobbes  (1588-1679). 

Hobbes  attended  Oxford  University  and  afterward  served  as 
traveling  tutor  to  several  young  English  noblemen.  Living  at  a  time 
when  king  and  Parliament  had  been  at  odds  with  each  other,  he  was 
interested  in  studying  the  nature  of  government.  His  principal  book, 
Leviathan,  or  The  Matter,  Forme  and  Power  of  a  Commonwealth, 
ecclesiasticall  and  civill  (1651),  stated  his  conclusions.  Like  those  of 
some  others  in  his  day,  Hobbes'  writings  met  difficulties.  They  were 

18  A  Discourse  of  Trade  (Baltimore:  The  Johns  Hopkins  Press,  1905),  pp.  10-11. 

19  Ibid.,  pp.  13-14. 

63 


SCHOOLS  AND  STREAMS  OF  ECONOMIC  THOUGHT 

condemned  by  Parliament  and,  despite  the  king's  protection,  Hobbes 
was  unable  to  obtain  permission  to  issue  some  of  his  later  works  in 
England  and  had  to  have  them  published  in  Holland. 

Hobbes  saw  the  origin  of  the  state  as  an  irrevocable  compact 
and  its  power  as  supreme.  The  purpose  of  government  was  to  intro- 
duce restraints  on  men's  actions,  for  "their  own  preservation,"  and 
"a  more  contented  life  thereby."  In  opposition  to  Roman  Catholicism 
and  Protestantism  alike,  he  advocated  the  hedonist  or  happiness 
philosophy.  Hobbes  said  that  the  true  good  of  man  was  to  be  found 
in  individual  happiness.  He  defined  happiness  in  the  following 
passage: 

There  is  no  such  finis  ultimus,  utmost  aim,  nor  summum  bonum,  greatest 
good,  as  is  spoken  of  in  the  books  of  the  old  moral  philosophers.  Nor  can  a 
man  any  more  live,  whose  desires  are  at  an  end,  than  he,  whose  senses  and 
imagination  are  at  a  stand.  Felicity  [i.e.,  happiness]  is  a  continual  progress 
of  the  desire,  from  one  object  to  another;  the  attaining  of  the  former, 
being  still  but  the  way  to  the  latter.20 

Hobbes  listed  the  forms  which  the  ever  expanding  desires  of  men 
may  assume: 

...  in  the  first  place,  I  put  for  a  general  inclination  of  all  mankind,  a  per- 
petual and  restless  desire  of  power  after  power,  that  ceaseth  only  in  death 
....  Competition  of  riches,  honour,  command,  or  other  power  ....  Desire 
of  ease,  and  sensual  delight  ....  Fear  of  death,  and  wounds  ....  Desire 
of  knowledge,  and  arts  of  peace  ....  Desire  of  praise  ....  Desire  of  fame 
after  death.21 

Barbon  spoke  in  similar  language: 

The  Wants  of  the  Mind  are  infinite.  Man  naturally  Aspires,  and  as  his 
Mind  is  elevated,  his  Senses  grow  more  refined,  and  more  capable  of 
Delight;  his  Desires  are  enlarged,  and  his  wants  increase  with  his  Wishes, 
which  is  for  every  thing  that  is  rare,  can  gratifie  his  Senses,  adorn  his 
Body,  and  Promote  the  Ease,  Pleasure  and  Pomp  of  Life.22 

HEDONISM   AND    JOHN   LOCKE 

John  Locke  (1632-1704)  is  important  in  the  history 
of  thought  for  his  contributions  to  philosophy,  government,  and 
economics.   The  son   of  a   small  landowner,   Locke  had  fought  for 

20  The  English  Works  of  Thomas  Hobbes,  ed.  W.  Molesworth  (11  vols.;  London, 
1839-1845),  III,  Leviathan,  p.  85. 

21  Ibid.,  pp.  85-87. 

22  A  Discourse  of  Trade,  p.  14. 
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Parliament  in  the  civil  war.  He  taught  at  Oxford  University  for  a 
short  period.  Supporting  the  opposition  to  King  James  II,  he  lived 
in  exile  for  some  time.  He  returned  to  England  in  the  vessel  which 
brought  Mary,  the  queen  of  William  III,  to  the  country  after  William 
had  assumed  the  British  crown.  Locke  soon  became  the  leading  philos- 
opher not  only  of  the  Revolution  of  1688-1689  but  of  democracy 
itself.  Modern  ideas  concerning  representative  democracy  owe  much 
to  him. 

Locke's  work,  An  Essay  Concerning  Human  Understanding  ( 1690 ) , 
expressed  the  hedonistic  philosophy  in  such  a  manner  that  it  furnished 
a  psychological  basis  for  the^  classical  ecjmoniics_  of  jVdam  Smith. 
Locke  wrote: 

Pleasure  and  pain,  and  that  which  causes  them,  good  and  evil,  are  the 
hinges  on  which  our  passions  turn  ....  The  uneasiness  a  man  finds  in 
himself  upon  the  absence  of  any  thing,  whose  present  enjoyment  carries  the 
idea  of  delight  with  it,  is  that  we  call  desire;  which  is  greater  or  less,  as 
that  uneasiness  is  more  or  less  vehement. 

.  .  .  the  chief,  if  not  only  spur  to  human  industry  and  action,  is  un- 
easiness.23 

Locke  considered  the  possibility  that  men  may  be  mistaken  in 
supposing  that  their  happiness  coincided  with  the  satisfaction  of 
their  wants.  With  one  exception,  he  rejected  this  possibility: 

...  as  to  present  happiness  and  misery,  when  that  alone  comes  into  con- 
sideration, and  the  consequences  are  quite  removed,  a  man  never  chooses 
amiss;  he  knows  what  best  pleases  him,  and  that  he  actually  prefers. 
Things  in  their  present  enjoyment  are  what  they  seem;  the  apparent  and 
real  good  are,  in  this  case,  always  the  same.24 

The  exception  referred  to  the  relation  of  present  to  future  wants: 

.  .  .  when  we  compare  present  pleasure  or  pain  with  future  .  .  .  we  often 
make  wrong  judgments  of  them,  taking  our  measures  of  them  in  different 
positions  of  distance.  Objects,  near  our  view,  are  apt  to  be  thought  greater 
than  those  of  a  larger  size,  that  are  more  remote:  and  so  it  is  with  pleasures 
and  pains;  the  present  is  apt  to  carry  it,  and  those  at  a  distance  have  the  dis- 
advantage in  the  comparison.26 

The  opinion  that  men,  in  their  judgments,  tend  to  over-emphasize 
the  present  as  compared  with  the  future  is  at  least  as  old  as  Aristotle, 
who  commented  in  De  anima  that  "a  pleasant  object  which  is  just  at 
hand  presents  itself  as  both  pleasant  and  good,   without  condition 

23  The  Works  of  John  Lockt  (10  vols.;  10th  ed.;  London,  1801),  I,  216-217. 

24  Ibid.,  p.  258.  25  Ibid.,  p.  261. 
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in  either  case,  because  of  want  of  foresight  into  what  is  farther  away 
in  time/'26 

I  Aside  from  his  raising  the  possibility  of  error  in  judgments 
between  present  and  future  wants,  we  find  in  these  views  of  Locke 
a  philosophical  basis  for  Adam  Smith's  economics.  Human  happiness 
was  supposed  to  consist  of  the  satisfaction  of  wants;  men  were  able 
to  judge  between  the  various  goods  which  were  sources  of  happiness 
and  to  want  those  goods  which  added  most  to  their  happiness.  To 
propose,  as  Smith  did,  that  consumers  be  left  alone  to  select  those 
goods  which  they  thought  would  best  satisfy  their  wants,  and  that 
producers  be  allowed  to  produce  unhindered  the  goods  which  con- 
sumers selected,  was  a  logical  conclusion  to  be  drawn  from  Locke's 
philosophy.  It  was  only  later  that  economists  gave  much  attention 
to  the  problem  discussed  in  Locke's  reservation— that  presented  by 
the  lack  of  wisdom  in  choosing  between  present  and  future  con- 
sumption. 

LOCKE  AND  OTHERS  ON  THE  VALUE  OF  GOODS 

Both  Barbon  and  Locke  explained  the  value  of  goods 
by  the  interaction  between  the  demand  (which  in  turn  rested  on  the 
usefulness  of  the  goods)  and  the  supply.  Thus,  Barbon  said  in  his 
Discourse  of  Trade: 

The  Value  of  all  Wares  arise  from  their  Use  ....  The  price  of  Wares 
is  the  present  Value;  And  ariseth  by  Computing  the  occasions  or  use  for 
them,  with  the  Quantity  to  serve  that  Occasion;  for  the  Value  of  things 
depending  on  the  use  of  them,  the  Over-pluss  of  Those  Wares,  which  are 
more  than  can  be  used,  become  worth  nothing;  So  that  Plenty,  in  respect 
of  the  occasion,  makes  things  cheap;  and  Scarcity,  dear.27 

Locke's  statement  in  Some  Considerations  of  the  Consequences  of 
Lowering  the  Interest  and  Raising  the  Value  of  Money  (1692),  was 
as  follows: 

The  vent  [i.e.,  sale]  of  any  thing  depends  upon  its  necessity  or  usefulness; 
as  convenience  or  opinion,  guided  by  fancy,  or  fashion,  shall  determine. 
The  vent  of  any  commodity  comes  to  be  increased,  or  decreased,  as  a 
greater  part  of  the  running  cash  of  the  nation  is  designed  to  be  laid  out,  by 
several  people  at  the  same  time,  rather  in  that,  than  another;  as  we  see  in 
the  change  of  fashions.28 

20  The  Works  of  Aristotle,  III,  433b. 

27  A  Discourse  of  Trade,  pp.  13-15. 

28  The  Works  of  John  Locke,  V,  30-31. 
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Locke,  the  man  in  the  market  place,  does  not  appear  entirely  consist- 
ent with  Locke,  the  philosopher  in  his  study.  It  seems  liberal,  to  say 
the  least,  to  suppose  that  wants  whose  nature  is  determined  by 
opinion,  fancy,  or  fashion  necessarily  accord  with  the  true  happiness 
of  mankind. 

Interestingly  enough,  John  Law  (see  Chapter  2)  gave  an  explana- 
tion of  value  similar  to  that  stated  by  Locke  in  Some  Considerations 
of  the  Consequences  of  Lowering  the  Interest.  In  Law's  work  he 
used  a  comparison  between  water  and  diamonds  which  subsequently 
was  made  famous  by  Adam  Smith.  Law  said,  in  his  Money  and  Trade 
Consider  d,  that: 

Goods  have  a  Value  from  the  Uses  they  are  apply 'd  to;  and  their  Value 
is  Greater  or  Lesser,  not  so  much  from  their  more  or  less  valuable,  or 
necessary  Uses;  as  from  the  greater  or  lesser  Quantity  of  them  in  proportion 
to  the  Demand  for  them.  Example.  Water  is  of  great  use,  yet  of  little 
value;  because  the  Quantity  of  Water  is  much  greater  than  the  Demand  for 
it.  Diamonds  are  of  little  use,  yet  of  great  Value,  because  the  Demand  for 
Diamonds  is  much  greater,  than  the  Quantity  of  them  ....  Goods  change 
their  value,  from  any  Change  in  their  Quantity,  or  in  the  Demand  for  them. 
(Ex.)  If  oats  be  in  greater  Quantity  than  last  year,  and  the  Demand  the 
same,  or  lesser,  Oats  will  be  less  valuable.29 

In  his  Two  Treatises  of  Government  .  .  .  (1690),30  Locke  formulated 
a  theory  of  value  which,  on  the  face  of  it,  seems  different  from  that 
advanced  in  Some  Considerations  of  the  Consequences  of  Lowering 
the  Interest  or  the  theories  of  Barbon  and  Law.  The  explanation  of 
value  which  Locke  offered  in  the  Two  Treatises  of  Government  is 
that  value  depended  on  the  labor  cost  of  production: 

.  .  .  whatever  bread  is  worth  more  than  acorns,  wine  than  water,  and  cloth 
or  silk,  than  leaves,  skins,  or  moss,  that  is  wholly  owing  to  labour  and 
industry  .  .  .  when  any  one  hath  computed,  he  will  then  see  how  much 
labour  makes  the  far  greatest  part  of  the  value  of  things  we  enjoy  in  this 
world  ....  It  is  labour  then  which  puts  the  greatest  part  of  the  value 
upon  land,  without  which  it  would  scarcely  be  worth  any  thing:  it  is  to 
that  we  owe  the  greatest  part  of  all  useful  products;  for  all  that  the  straw, 
bran,  bread,  of  that  acre  of  wheat,  is  worth  more  than  the  product  of  an 
acre  of  as  good  land,  which  lies  waste,  is  all  the  effect  of  labour.81 

29  Money  and  Trade  Consider' d,  2nd  ed.,  p.  4. 

30  The  full  title  was  Two  Treaties  of  Government,  in  the  Former  the  False  Princi- 
ples and  Foundation  of  Sir  Robert  Filmer  and  his  Followers  are  Detected  and 
Overthrown:  The  Latter  is  an  Essay  Concerning  the  True  Original,  Extent,  and 
End  of  Civil  Government.  The  second  treatise  had  the  title  Of  Civil  Government. 
Sir  Robert  Filmer  was  a  leading  protagonist  of  the  idea  of  divine  right  of  kings, 
which  is  mentioned  in  Chapter  16. 

31  The  Works  of  John  Locke,  V,  362-363. 
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The  apparent  conflict  between  Locke's  two  statements  on  value 
is  partly  dispelled  by  an  examination  of  the  context  in  which  each 
appeared.  In  Some  Considerations  of  the  Consequences  of  Lowering 
the  Interest,  Locke  was  giving  his  attention  to  market  value.  In  his 
Two  Treatises,  he  was  seeking  something  more  fundamental.  He 
wanted  to  find  a  basis  for  property  rights  and  therefore  desired  to 
know  what  gave  value  to  property,  especially  to  property  in  land. 
That  is  to  say,  he  wanted  to  find  what  lay  behind  market  value.  He 
found  his  answer  in  labor. 

Locke  explained  capital  as  past  labor,  incorporated  in  equipment: 

...  it  is  not  barely  the  ploughman's  pains,  the  reaper's  and  thresher's  toil, 
and  the  baker's  sweat,  [that]  is  to  be  counted  in-to  the  bread  we  eat;  the 
labour  of  those  who  broke  the  oxen,  who  digged  and  wrought  the  iron 
and  stones,  who  felled  and  framed  the  timber  employed  about  the  plough, 
mill,  oven,  or  any  other  utensils,  which  are  a  vast  number,  requisite  to  this 
corn,  from  its  being  seed  to  be  sown,  to  its  being  made  bread,  must  all  be 
charged  on  the  account  of  labour,  and  received  as  an  effect  of  that.32 

This  explanation  of  capital  as  past  labor  was  accepted  by  Ricardo 
and  incorporated  in  his  own  theory.  Through  Ricardo,  it  became  part 
of  Marx's  theory  of  value. 

locke's  theory  of  money 

An  interesting  feature  of  Some  Considerations  of  the 
Consequences  of  Lowering  the  Interest  is  its  statement  of  the  quantity 
theory  of  money: 

The  change  of  this  marketable  value  of  any  commodity,  in  respect  of 
another  commodity,  or  in  respect  of  a  standing,  common  measure,  is  not  the 
altering  of  any  intrinsic  value  .  .  .  but  the  altering  of  some  proportion, 
which  that  commodity  bears  to  something  else  ....  Money,  whilst  the  same 
quantity  of  it  is  passing  up  and  down  the  kingdom  in  trade,  is  really  a 
standing  measure  of  the  falling  and  rising  value  of  other  things,  in  reference 
to  one  another.  .  .  .  But  if  you  increase,  or  lessen,  the  quantity  of  money, 
current  in  traffic,  in  any  place,  then  the  alteration  of  value  is  in  the  money 
....  But  the  value  or  price  of  all  commodities,  amongst  which  money 
passing  in  trade  is  truly  one,  consisting  in  proportion,  you  alter  this,  as  you 
do  all  other  proportions,  whether  you  increase  one,  or  lessen  the  other.33 

Locke  took  into  account  the  velocity  of  circulation,  as  well  as 
the  quantity  of  money.  In  considering  the  proportion  of  money  that 
was  needed  to  the  amount  of  trade  to  be  conducted,  he  said: 

.  .  .  what  proportion  that  is,  is  hard  to  determine;  because  it  depends  not 
barely  on  the  quantity  of  money,  but  on  the  quickness  of  its  circulation. 

82  Ibid.,  p.  363.  33  Ibid.,  pp.  43-45. 
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The  very  same  shilling  may,  at  one  time,  pay  twenty  men  in  twenty  days: 
at  another,  rest  in  the  same  hands  one  hundred  days  together.34 

Writing  of  the  quantity  of  money  in  relation  to  the  quantity  of  trade, 
Locke  made  the  supposition  that  the  amount  of  money  in  England 
was  halved  whereas  the  "yearly  product  of  commodities"  and  the 
number  of  people  engaged  in  producing  and  handling  them  remained 
as  before.  It  followed  that  "either  half  the  trade"  would  be  "clearly 
lost,"  or  everyone  would  receive  only  half  as  much  money  as  before 
for  his  labor  or  commodities  (that  is  to  say,  the  price  level  would 
be  halved).35  Thus,  Locke  offered  an  explanation  of  the  value  of 
money  which  was  of  the  same  general  nature  as  that  expressed 
algebraically  by  Irving  Fisher  two  centuries  later:  the  price  level 
was  directly  proportional  to  the  amount  of  money  and  the  velocity 
of  money,  and  inversely  proportional  to  the  amount  of  goods  to  be 
exchanged. 

Locke  believed  that  the  quantity  of  money  influenced  the  rate  of 
interest  on  loans  as  well  as  the  price  level.  In  Some  Considerations  of 
the  Consequences  of  Lowering  the  Interest,  he  wrote:  "That,  which 
constantly  raises  the  natural  interest  of  money,  is,  when  money  is 
little  [in  quantity],  in  proportion  to  the  trade  of  a  country."36  He  drew 
the  conclusion  that  it  was  useless  to  attempt  to  regulate  the  rate  of 
interest  by  law.  Both  Petty  and  North  formed  the  same  opinion. 

MANDEVILLE 

Bernard  de  Mandeville  (c.  1670-1733)  should  also 
be  mentioned  here.  Mandeville  wrote  a  book  which  was  intended  as 
a  social  satire.  It  was  published  in  1705,  with  the  title,  The  Grumbling 
Hive  or  Knaves  Turnd  Honest,  and  republished  inl714  as  The  Fable 
of  the  Bees:  Or,  Private  Vices,  Publick  Benefits.  jMandeville's  thesis 
was  that  it  was  the  vices  of  society,  such  as  ambition,  greed,  and  pride, 
which  advanced  it  in  power  and  wealth.  In  philosophical  terms, 
Mandeville  was  trying  to  defend  the  egotistical  outlook  of  Hobbes 
against  the  theories  of  such  men  as  Anthony  Ashley  Cooper,  third  Earl 
of  Shaftesbury  (1671-1713).  Shaftesbury's  theories  were  advanced  in 
his  Characteristics  of  Men,  Manners,  Opinions,  Times,  published 
anonymously  in  1711,  and  later  expounded  by  Francis  Hutcheson 
( 1694-1746 ) ,  whose  System  of  Moral  Philosophy  was  published  post- 
humously in  1755.  Shaftesbury  (and  later  Hutcheson)  gave  a  much 
lesser  part  to  selfishness  as  a  human  motive  than  Hobbes  and  Locke 

3iIbid.,  p.  23.  35Ibid.,  p.  49.  "Ibid.,  p.  10. 
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had  done.  Views  like  those  of  Shaftesbury  were  critical  of  the  hedon- 
istic philosophy  of  Hobbes  and  others,  which  had  resulted  in  their 
works  being  regarded  by  some  as  immoral.  Mandeville  objected  to 
such  criticism  and  controverted  it.  In  view  of  his  opinions,  perhaps 
his  life  was  revealing.  Mandeville  was  a  Dutchman,  trained  in  med- 
icine, who  spent  most  of  his  life  in  London.  He  is  said  to  have  done 
little  practicing  in  his  profession;  rather  he  imposed  on  friends  for 
his  support. 

His  book  was  written  as  an  allegorical  poem.  It  described  the 
adventures  of  a  hive  of  bees  which  originally  were  wicked  but 
prosperous  and  later  reformed  their  morals  but  became  poor.  In  the 
early  and  wicked  stage  of  the  hive,  there  were: 

Millions  endeavouring  to  supply 
Each  other's  Lust  and  Vanity; 
Whilst  other  Millions  were  employ'd 
To  see  their  Handy- works  destroy 'd; 
They  furnished  half  the  Universe; 
Yet  had  more  Work  than  Labourers.37 

When  the  bees  reformed,  by  becoming  less  covetous: 

As  Pride  and  Luxury  decrease, 
So  by  degrees  they  leave  the  Seas, 
Not  Merchants  now,  but  Companies 
Remove  whole  Manufacturies. 
All  Arts  and  Crafts  neglected  lie; 
Content,  the  Bane  of  Industry, 
Makes  'em  admire  their  homely  Store, 
And  neither  seek  nor  covet  more.38 

Mandeville's  hive  of  bees  was  the  society  in  which  he  lived.  A 
moral  of  the  Fable  seems  to  be  that  it  is  spending  which  keeps  the 
economy  prosperous,  and  that  this  is  true  even  of  spending  on  un- 
necessary goods  or  on  those  which  in  some  respects  are  harmful 
to  the  society.  Economists  of  today  are  likely  to  concede  the  truth 
of  this  view,  although,  no  doubt,  pointing  out  that  it  is  preferable 
to  spend  on  useful  goods.  It  is  worth  mentioning  in  this  connection 
that  Malthus  later  seemed  to  advocate  luxury  spending  by  the  rich 
as  a  means  of  keeping  the  economy  prosperous  and  avoiding  unem- 
ployment. 

Mandeville's   poem,   however,    did   not   refer  particularly   to   the 

37  The  Fable  of  the  Bees  (2nd  ed.;  London,  1723),  pp.  2  ff. 
3SIbid.,  p.  21. 
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problem  of  depression— in  fact,  Mandeville  did  not  seem  to  have  the 
avoidance  of  depressions  especially  in  mind.  What  he  meant  to  say 
was  that  the  operation  of  the  existing  society  depended  on  selfishness. 
In  satirical  form,  he  was  putting  forward  the  idea  that  Adam  Smith 
was  to  advance  later  in  his  Wealth  of  Nations. 


CANTILLON 

Another  work  of  some  consequence  in  the  history  of 
economics,  which  appeared  between  the  time  of  Locke,  Law  and 
Mandeville  and  that  of  Smith,  is  the  Essai  sur  la  nature  du  commerce 
en  general  ("Essay  on  the  Nature  of  Commerce  in  General")  written 
by  Richard  Cantillon  (c.  1680-1734),  and  published  posthumously 
in  1755.  The  English  economist,  William  Stanley  Jevons,  said  of  this 
book  that  it  was  "more  than  any  other  book  I  know,  the  first  treatise 
on  economics,''  and  "more  emphatically  than  any  other  single  work, 
'the  Cradle  of  Political  Economy/"39  Jevons  seems  to  have  regarded 
Cantillon's  Essay  as  the  first  comprehensive  treatment  of  wealth  as 
such— the  first  book  in  which  the  principles  of  the  production,  ex- 
change, and  distribution  of  wealth  were  systematically  and  objectively 
examined  without  being  subordinated  to  ethical  or  political  values. 

Cantillon  was  what  now  would  be  called  an  investment  banker; 
he  appears  to  have  written  the  Essay  for  his  own  amusement.  A  copy 
of  it,  in  manuscript  form,  was  for  some  time  in  the  possession  of  the 
physiocrat,  Marquis  de  Mirabeau.  Mirabeau,  in  his  own  writings, 
developed  the  economic  principles  underlying  the  physiocratic  teach- 
ings; undoubtedly  his  views  were  influenced  considerably  by  Can- 
tillon's essay. 

The  Essay  dealt  with  production,  distribution  and  exchange.  It 
did  not  examine  taxation,  which  seems  a  significant  omission  in  view 
of  the  attention  which  many  contemporary  writers  gave  to  this  topic. 
Cantillon  appears  to  have  been  stating  a  general  body  of  economic 
principles  or  doctrines,  not  writing  on  economic  policy. 


39  "Richard  Cantillon  and  the  Nationality  of  Political  Economy,"  reprinted  from 
Contemporary  Review,  1881,  in  Richard  Cantillon,  Essai  sur  la  nature  du  com- 
merce en  general,  trans.  H.  Higgs  (London:  Macmillan  &  Co.  Ltd.  for  the  Royal 
Economic  Society,  1931),  p.  342. 
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VALUE 

Cantillon  offered  a  supply  and  demand  theory  of 
market  value,  as  Locke,  Law,  and  Barbon  had  done  before  him.  He 
defined  the  intrinsic  value  of  a  good  as  "the  measure  of  the  quantity 
of  Land  and  of  Labour  entering  into  its  production,  having  regard 
to  the  fertility  or  produce  of  the  Land  and  to  the  quality  of  the 
Labour."40  In  general,  market  prices  did  not  "vary  much  from  the 
intrinsic  value,"  in  Cantillon's  opinion.41  However,  he  said  that  the  two 
did  not  necessarily  coincide  at  any  particular  time,  for  "it  often 
happens  that  many  things  which  have  actually  this  intrinsic  value 
are  not  sold  in  the  Market  according  to  that  value."  To  illustrate  this 
point,  Cantillon  said  that  a  gentleman  may  cut  canals  and  erect 
terraces  in  his  garden.  The  intrinsic  value  of  the  improved  garden 
would  be  "proportionable  to  the  Land  and  Labour;  but  the  Price  in 
reality  will  not  always  follow  this  proportion."  Possibly  the  garden 
would  not  sell  for  more  than  half  the  cost  which  had  been  incurred 
in  making  it.  On  the  other  hand,  buyers  might  be  found  who  were 
willing  to  pay  double  the  cost.42 

Cantillon  explained  that,  given  sufficient  time,  supply  adjusted 
itself  to  demand.  If  farmers  sowed  more  grain  than  usual,  they  would 
be  able  to  feed  fewer  sheep,  and  hence  would  find  themselves  with 
less  wool  and  mutton  to  sell.  Wool  then  would  rise  in  price  and  the 
price  of  grain  would  decline.  People  would  wear  their  clothes  for 
a  longer  time.  The  farmers  then  would  adjust  their  operations  so 
as  to  produce  more  wool  and  less  grain,  "for  Farmers  always  take 
care  to  use  their  land  for  the  production  of  those  things  which  they 
think  will  fetch  the  best  price  at  Market."  If  the  adjustment  made  by 
farmers  went  too  far,  there  would  be  readjustment.  The  farmers  "will 
not  fail  to  change  from  year  to  year  the  use  of  the  land  till  they 
arrive  at  proportioning  their  production  pretty  well  to  the  consumption 
of  the  Inhabitants."43 


MONEY   AND   THE   PRICE   LEVEL 

Dealing  with  money,  Cantillon  offered  an  explanation 
of  how  an  increase  in  the  supply  of  specie  affected  the  world  price 

i0Essai  .  .  .  ,  p.  29. 

"Ibid.,  p.  119.  42Ibid.,  p.  29.  43  Ibid.,  pp.  61-63. 
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level.  He  said  that  the  miners  and  mineowners  as  well  as  the  smelters 
and  refiners  would  increase  their  expenditures,  consuming  more  meat, 
wine,  and  wool,  wearing  better  clothes,  and  furnishing  homes  more 
luxuriously.  Thus  there  would  be  more  employment  for  artisans,  who 
in  turn  would  increase  their  own  spending.  At  this  point,  Cantillon 
introduced  the  element  of  a  shift  in  purchasing  power.  He  said  that 
the  additional  spending  by  miners  and  others  to  whom  he  referred 
"diminishes  of  necessity  the  share  of  the  other  inhabitants  of  the 
State  who  do  not  participate  at  first  in  the  wealth  of  the  Mines  in 
question."  The  prices  of  meat,  wine,  and  wool  would  rise,  encouraging 
the  production  of  these  goods.  Farmers  would  gain  and  therefore 
would  increase  their  expenditures.  For  the  terms  of  existing  leases, 
landlords  would  lose,  as  would  the  domestic  servants  employed  by 
the  landlords,  many  of  the  servants  being  dismissed.  When  the  leases 
expired,  however,  the  landlords  would  raise  their  rents  and  return 
to  their  former  standards  of  living.  The  general  rise  which  would 
take  place  in  prices  would  cause  more  goods  to  be  imported  from 
abroad,  damaging  local  manufactures,  and  some  of  the  money  metal 
produced  by  the  mines  then  would  be  sent  abroad  to  pay  for  the 
goods  which  were  imported.  Cantillon  said  nothing  about  the  ability 
of  manufacturers  who  suffered  because  their  products  were  displaced 
in  the  home  markets  by  imports  to  change  their  occupations  and 
engage  in  mining  or  other  pursuits  for  whose  products  the  demands 
had  increased.  Otherwise,  he  gave  what  was  for  the  time  in  which  he 
wrote  a  lucid  and  correct  account  of  the  process  he  was  considering.44 

Cantillon  recognized  that  the  rise  taking  place  in  the  price  level 
need  not  be  proportionate  to  the  increased  quantity  of  money.  He 
said  that  "an  acceleration  or  greater  rapidity  in  circulation  of  money 
in  exchange,  is  equivalent  to  an  increase  of  actual  money  up  to  a 
point."45  Credit  also  operated  in  this  manner.  Indeed,  Cantillon  be- 
lieved that  an  increase  in  the  supply  of  money  metal  might  cause 
metal  to  replace  credit  in  transactions,  so  that  "by  doubling  the 
quantity  of  money  in  a  State  the  prices  of  products  and  merchandise 
are  not  always  doubled."46 

Throughout  his  book,  it  is  clear  that  Cantillon  was  thinking  of  a 
society  in  which  individual  decisions  and  market  competition  were 
important  elements,  not  of  one  that  was  dominated  by  customary 
practices  or  government  regulations.  Although  the  Essay  was  written 
in  French,  its  author  lived  in  Holland  and  England,  as  well  as  in 
44  Ibid.,  pp.  163-167.  45  Ibid.,  p.  161.  46  Ibid.,  p.  177. 
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France.  His  profession  as  investment  banker  made  him  a  man  of  the 
commercial  world.  His  background  was  such  that  almost  certainly 
he  saw  more  individualism  and  competition  than  represented  a  fair 
sample  of  the  economies  of  the  countries  in  which  he  resided.  Never- 
theless, his  writings  foretold  what  was  written  later  by  such  men  as 
Adam  Smith  and  David  Ricardo.  Indeed,  Adam  Smith  quoted  Can- 
tillon's  views  on  wages  in  his  Wealth  of  Nations. 


MONTESQUIEU,    STEUART,    AND   HUME 


MONTESQUIEU   AND   STEUART 

A  Frenchman  better  known  for  his  political  than  his 
economic  theories,  who  nevertheless  deserves  mention  in  a  history 
of  economics,  is  Charles  Louis  de  Secondat,  Baron  de  la  Brede  et  de 
Montesquieu  (1689-1755).  Montesquieu  was  born  in  a  family  suffi- 
ciently well  off  that  he  had  no  need  for  a  profession.  He  studied  law 
and  wrote  extensively  on  history  and  government.  De  Tesprit  des  lois 
("Of  the  Spirit  of  the  Laws/'  1748)  is  his  most  famous  work.  It 
showed  wide  learning  and  is  important  in  that  it  regarded  society 
as  an  evolving  whole,  of  which  what  we  call  economics  was  only  a 
part. 

Sir  James  Denham  Steuart  (1712-1780)  in  some  respects  can  be 
looked  upon  as  a  disciple  of  Montesquieu.  Steuart  was  a  Scotsman 
of  independent  means,  who  was  implicated  in  the  1745  rebellion  and 
had  to  live  for  some  years  on  the  continent  of  Europe,  where  he  be- 
came familiar  with  European  conditions  and  literature.  He  wrote 
the  first  book  in  the  English  language  with  the  name  "political 
economy"  in  its  title,  An  Inquiry  into  the  Principles  of  Political  Oecon- 
omy:  Being  an  Essay  on  the  Science  of  Domestic  Policy  in  Free 
Nations  (1767).47 

Steuart's  outlook  was  generally  mercantilist.  At  the  beginning  of 
his  book,  he  defined  his  subject  of  political  economy  in  much  the  same 
manner  as  Justi  had  spoken  of  the  "housekeeping  of  the  state."  Steuart 
said:  "Oeconomy,  in  general,  is  the  art  of  providing  for  all  the  wants 

47  The  Latin  word,  oeconomia,  gave  the  "oe"  to  some  of  the  early  spellings  of 
"economy,"  and,  indeed,  the  "oe"  was  used  by  Adam  Smith. 
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of  a  family,  with  prudence  and  frugality.  .  .  .  What  oeconomy  is  in  a 
family,  political  oeconomy  is  in  a  state."  This  was  the  view  that  Karl 
Menger  was  to  attack  later  and  which  is  mentioned  in  Chapter  12. 
Steuart  also  aligned  himself  with  mercantilism  in  thinking  of  a  nation 
in  which  people  were  guided  or  controlled  rather  than  left  free  to  do 
as  they  liked.  This  is  brought  out  in  his  ideas  on  economic  equilibrium 
in  the  nation  as  a  whole: 

We  must  encourage  oeconomy,  frugality,  and  a  simplicity  of  manners, 
discourage  the  consumption  of  every  thing  that  can  be  exported,  and  excite 
a  taste  for  superfluity  in  neighbouring  nations.  When  such  a  system  can  no 
more  be  supported  to  its  full  extent,  by  the  scale  of  foreign  demand  be- 
coming positively  lighter;  then  in  order  to  set  the  balance  even  again  .  .  . 
an  additional  home  consumption,  proportioned  to  the  deficiency  of 
foreign  demand,  must  be  encouraged.  For  were  the  same  simplicity  of 
manners  still  kept  up,  the  infallible  consequence  would  be  a  forced  restitu- 
tion of  the  balance,  by  the  distress,  misery,  and  at  last  extinction  of  the 
supernumerary  workmen.48 

Steuart  evidently  believed  that  goods  must  find  buyers  if  they  were 
to  continue  to  be  produced. 

It  is  interesting  to  compare  certain  passages  from  Steuart's  book 
with  corresponding  statements  in  Montesquieu's  Spirit  of  Laws.  Thus 
Montesquieu: 

Mankind  are  influenced  by  various  causes,  by  the  climate,  by  the  religion, 
by  the  laws,  by  the  maxims  of  government,  by  precedents,  morals,  and 
customs;  from  whence  is  formed  a  general  spirit  of  nations.49 

Nations  are  in  general  very  tenacious  of  their  customs;  to  take  them  away 
by  violence  is  to  render  them  unhappy:  we  should  not  therefore  change 
them  but  engage  the  people  to  make  the  changes  themselves.50 

Steuart: 

The  spirit  of  a  people  is  formed  upon  a  set  of  received  opinions  relative 
to  three  objects;  morals,  government,  and  manners:  these  once  generally 
adopted  by  any  society,  confirmed  by  long  and  constant  habit,  and  never 
called  in  question,  form  the  basis  of  all  laws,  regulate  the  form  of  every 
government,  and  determine  what  is  commonly  called  the  customs  of  a 
society.61 

In  every  new  step  [of  government]  the  spirit  of  the  people  should  be 
first  examined,  and  if  that  be  not  found  ripe  for  the  execution  of  the  plan 

48  The  Works,  Political,  Metaphysical,  and  Chronological,  of  the  late  Sir  James 
Steuart  of  Coltness,  Bart.  (6  vols.;  London,  1805),  I,  348-349. 

49  Of  the  Spirit  of  the  Laws,  trans.  T.  Nugent  (2  vols.;  London,  1773),  I,  435. 

50  Ibid.,  p.  444. 

51  The  Works  .  .  .  of  Sir  James  Steuart  .  .  .  ,  I,  10. 
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[which  the  government  has  in  mind],  it  ought  to  be  put  off,  kept  entirely 
secret,  and  every  method  used  to  prepare  the  people  to  relish  the 
innovation.52 

Here,  we  have  the  approach  of  the  Hegelians  rather  than  that  of  the 
British  classical  economists.  Yet  Steuart  also  spoke  as  David  Hume 
might  have  done,  or  even  Adam  Smith: 

Man  we  find  acting  uniformly  in  all  ages,  in  all  countries,  and  in  all 
climates,  from  the  principles  of  self-interest,  expediency,  duty,  or  passion. 
In  this  he  is  alike,  in  nothing  else.53 

Steuart  developed  a  theory  of  value  which  took  into  account  both 
the  quantity  of  labor  involved  in  production  and  the  cost  of  main- 
taining this  labor.  Included  also  was  the  cost  of  the  raw  materials. 
The  enterpriser's  profit  resulted  from  market  conditions;  Steuart 
mentioned  the  intensity  of  competition  and  its  effect  in  raising  and 
lowering  market  prices.  He  thought  that  a  certain  quantity  of  money 
was  required  for  given  conditions.  If  there  were  too  much,  specie 
money  would  be  melted  for  plate;  if  too  little,  paper  money  could  be 
used.  Both  Petty  and  North  before  him  had  inclined  to  this  general 
view. 


POPULATION   THEORIES 

'  Cantillon,  Montesquieu,  and  Steuart  all  anticipated 
some  of  the  ideas  of  Malthus  on  population  and  also  of  Malthus' 
critics.  "Men  multiply  like  Mice  in  a  barn  if  they  have  unlimited  Means 
of  Subsistence,"54  Cantillon  declared;  but  he  also  said  that  the  standard 
of  subsistence  which  was  required  to  cause  multiplication  was  not 
fixed  but  varied:  "if  a  Man  is  satisfied  with  the  produce  of  an  Acre 
and  a  half  of  Land,"  he  will  marry  and  have  children.  "But  if  he  is 
only  satisfied  with  the  produce  of  5  to  10  Acres  he  will  be  in  no  hurry 
to  marry  unless  he  thinks  he  can  bring  up  his  Family  in  the  same 
manner."55  Cantillon  gave  the  example  to  be  popularized  by  Malthus, 
the  North  American  colonies,  as  a  situation  in  which  there  was  a 
plenitude  of  subsistence  and  therefore  no  check  on  population  increase. 
Montesquieu  commented:  "Wherever  a  place  is  found  in  which 
two  persons  can  live  commodiously,  there  they  enter  into  marriage. 

52  Ibid.,  pp.  14-15.  53  Ibid.,  p.  7 

MEssai  .  .  .  ,  p.  83. 
55  Ibid.,  p.  77. 
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Nature  has  a  sufficient  propensity  to  it,  when  unrestrained  by  the 
difficulty  of  subsistence."56  But  Montesquieu  did  not  believe  that  sub- 
sistence was  the  only  limit  to  the  number  of  births: 

The  females  of  brutes  have  an  almost  constant  fecundity.  But  in  the 
human  species,  the  manner  of  thinking,  the  character,  the  passions,  the 
humour,  the  caprice,  the  idea  of  preserving  beauty,  the  pain  of  child- 
bearing,  and  the  fatigue  of  a  too  numerous  family,  obstruct  propagation  in 
a  thousand  different  ways.57 

Sir  James  Steuart  said  that  "the  generative  faculty  resembles  a 
spring  loaded  with  a  weight,  which  always  exerts  itself  in  proportion 
to  the  diminution  of  resistance."58  The  resistance  was  the  need  for 
subsistence.  He  recognized,  however,  that  subsistence  operated  as  a 
population  check  principally  among  the  poor.  With  a  view  to  making 
possible  an  increase  in  the  number  of  people,  therefore,  he  advocated 
not  only  hospitals  for  foundlings  but  also  setting  marriage  quotas  for 
each  parish,  with  the  government  relieving  parents  from  the  main- 
tenance of  their  children  beyond  what  the  parents  could  support. 
Steuart's  views  thus  in  some  ways  were  more  in  keeping  with  some 
aspects  of  modern  thought  (and  also  more  mercantilist)  than  were 
those  advanced  by  Malthus  subsequently. 

HUME   ON   MOTIVATION 

Another  writer  who  must  be  given  a  place  here  is 
David  Hume  (1711-1776).  Owner  of  a  small  estate  in  Scotland,  Hume 
took  employment  from  time  to  time  and  engaged  in  writing.  He  is 
famous  as  a  philosopher  rather  than  as  an  economist;  but  nevertheless 
in  isolated  essays  he  made  significant  contributions  to  the  develop- 
ment of  economic  thought.  Hume  was  a  close  friend  of  Adam  Smith 
and  there  is  little  doubt  that  the  two  men  discussed  their  views 
together  and  that  each  to  some  extent  influenced  the  other. 

Hume  followed  Locke  in  accepting  happiness  as  the  end  of  all 
human  activity.  In  his  essay  on  "The  Stoic,"  he  said: 

The  great  end  of  all  human  industry,  is  the  attainment  of  happiness. 
For  this  were  arts  invented,  sciences  cultivated,  laws  organized,  and  societies 
modelled,  by  the  most  profound  wisdom  of  patriots  and  legislators.  Even 
the  lonely  savage,  who  lies  exposed  to  the  inclemency  of  the  elements, 

56  The  Spirit  of  the  Laws,  II,  139. 

57  Ibid.,  p.  132. 

5sThe  Works  .  .  .  of  Sir  James  Steuart  .  .  .  ,  I,  25-26. 
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and  the  fury  of  wild  beasts,  forgets  not,  for  a  moment,  this  grand  object  of 
his  being.69 

Every  thing  in  the  world  is  purchased  by  labour;  and  our  passions  are 
the  only  causes  of  labour.60 

However,  the  third  earl  of  Shaftesbury  and  also  Frances  Hutcheson 
had  declined  to  accept  the  view  that  selfishness  was  the  supreme 
motive,  and  Hutcheson  had  spoken  as  though  both  self-love  and 
benevolence  were  equally  important.  Hume  himself  compared  the 
savage  and  the  "polished  citizen,"  who  both  sought  their  selfish 
advantage,  with  the  "man  of  virtue,"  who  "governs  his  appetites, 
subdues  his  passions,  and  has  learned,  from  reason,  to  set  a  just  value 
on  every  pursuit  and  enjoyment."61  The  "just  value,"  according  to 
Hume,  was  that  which  would  maximize  human  happiness  as  a  whole, 
bringing  into  account  the  happiness  of  others  as  well  as  that  of  the 
individual  directly  concerned. 

HUME   ON    MONEY   AND   TRADE 

Hume's  theory  of  money  was  partly  that  of  Locke,  but 
he  developed  some  aspects  of  the  theory  more  fully  than  Locke  had 
done.  Writing  "Of  Money,"  Hume  commented:  "It  seems  a  maxim 
almost  self-evident,  that  the  prices  of  every  thing  depend  on  the 
proportion  between  commodities  and  money."62  In  an  essay  "Of  the 
Balance  of  Trade,"  he  argued: 

Suppose  four-fifths  of  all  the  money  in  Britain  to  be  annihilated  in  one 
night  ....  Must  not  the  price  of  all  labour  and  commodities  sink  in  propor- 
tion .  .  .  ?  What  nation  could  then  dispute  with  us  in  any  foreign  market 
.  .  .  ?  In  how  little  time,  therefore,  must  this  bring  back  the  money  we  had 
lost,  and  raise  us  to  the  level  of  all  the  neighboring  nations?  Where,  after  we 
have  arrived,  we  immediately  lose  the  advantage  of  the  cheapness  of  labour 
and  commodities;  and  the  farther  flowing  in  of  money  is  stopped  by  our 
fullness  and  repletion.63 

The  theory  as  here  stated  incorporates  three  principles:  (1)  the 
quantity  of  money  controls  the  price  level  in  the  nation,  (2)  the  price 
level  affects  the  volumes  of  imports  and  exports  of  the  nation,  and  ( 3 ) 
the  balance  of  the  nation's  imports  and  exports  affects  the  international 

69  David  Hume,  Essays  and  Treatises  on  Several  Subjects  (2  vols.;  London,  1772), 
I,  149. 

60  "Of  Commerce,"  in  ibid.,  I,  271. 

61  "The  Stoic,"  in  ibid.,  I,  149. 

62  "Of  Money,"  in  ibid.,  I,  301. 

63  "Of  the  Balance  of  Trade,"  in  ibid.,  I,  323-324. 
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flow  of  money.  In  this  essay  on  the  balance  of  trade  Hume  thus 
refuted  mercantilist  ideas  on  money  and  trade  very  thoroughly,  yet 
more  concisely  than  Adam  Smith  was  to  do  later. 

Hume  applied  his  theory  as  thus  stated  to  price  movements  and 
to  flows  of  goods  and  money  within  the  same  country.  He  said: 

How  is  the  balance  kept  in  the  provinces  of  every  kingdom  among 
themselves,  but  by  the  force  of  this  principle,  which  makes  it  impossible  for 
money  to  lose  its  level,  and  either  to  rise  or  sink  beyond  the  proportion  of 
the  labour  and  commodities  which  are  in  each  province.64 

In  discussing  employment  theory,  Hume  argued  that,  in  a  time  of 
rising  prices,  wages  lagged  behind  the  prices  of  goods,  so  that  pro- 
duction and  employment  were  temporarily  stimulated.  This  noteworthy 
aspect  of  Hume's  writings  is  dealt  with  in  Chapter  15. 

Hume,  in  his  essay  "Of  Commerce,"  stated  a  view  of  historical 
stages.  "If  we  consult  history,"  he  said,  "we  shall  find  that,  in  most 
nations,  foreign  trade  has  preceded  any  refinement  in  home  manu- 
factures, and  given  birth  to  domestic  luxury."  Men  first  become  "ac- 
quainted with  the  pleasures  of  luxury  and  the  profits  of  commerce,"  by 
importing  luxury  goods  from  foreign  countries.  "And  this  perhaps  is 
the  chief  advantage  which  arises  from  a  commerce  with  strangers." 
Domestic  manufactures  "emulate  the  foreign  in  their  improvements." 
When  this  occurs  in  countries  to  which  exports  had  been  sent,  "a 
nation  may  lose  most  of  its  foreign  trade."  But  yet  it  may  "continue 
a  great  and  powerful  people."  If  foreigners  cease  to  purchase  its 
products,  the  nation  must  cease  to  labor  in  making  these  goods.  "The 
same  hands  will  turn  themselves  towards  some  refinement  in  other 
commodities,  which  may  be  wanted  at  home."65  This  again  was  a 
refutation  of  a  mercantilist  idea. 


HUME   ON   INTEREST 

Hume  offered  a  theory  of  interest  which  was  superior 
to  others  that  were  widely  held  in  his  time.  In  his  essay  "Of  Interest," 
he  stated: 

High  interest  arises  from  three  circumstances:  A  great  demand  for 
borrowing;  little  riches  to  supply  that  demand;  and  great  profits  arising 
from  commerce  .  .  .  Low  interest,  on  the  other  hand,  proceeds  from  the 
three  opposite  circumstances:  A  small  demand  for  borrowing;  great  riches 
to  supply  that  demand;  and  small  profits  arising  from  commerce:  And  these 

64  Ibid.,  p.  326.  65  Ibid.,  I,  274-275. 
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circumstances  are  all  connected  together,  and  proceed  from  the  encrease  of 
industry  and  commerce,  not  of  gold  and  silver.66 

In  this  essay,  Hume  opposed  the  view  that  the  decline  in  interest 
rates  which  had  taken  place  in  Britain  in  his  time  was  due  to  a  greater 
supply  of  the  precious  metals.  He  believed  that  the  expansion  of 
industry,  which  had  increased  "riches,"  was  responsible  for  the  fall 
in  interest  rates.  He  said  that  borrowing  and  lending  were  connected 
with  people's  habits.  Parsimonious  people  did  not  need  to  borrow  but 
became  lenders.  Those  who  were  extravagant  became  borrowers. 
Hume  placed  the  landed  gentry  in  the  extravagant,  borrowing  class; 
but  he  said  that  people  who  were  engaged  in  commerce  were  inspired 
to  be  frugal.  Gain  seeking  became  a  habit  with  such  people  and  their 
frugality  increased.  Such  a  person  "knows  no  such  pleasure  as  that 
of  seeing  the  daily  encrease  of  his  fortune.  And  this  is  the  reason  why 
trade  encreases  frugality,  and  why,  among  merchants,  there  is  the 
same  overplus  of  misers  over  prodigals  as,  among  the  possessors  of 
land,  there  is  the  contrary/'67  It  should  be  mentioned  here  that  Hume 
was  describing  the  owners  of  large  estates  which  were  rented  out  for 
farming,  and  not  farmers  who  owned  the  land  that  they  cultivated. 
Hume's  theory  of  interest  thus  included  the  view  that  it  was  savings 
which  provided  the  supply  of  "riches"  that  were  available  to  meet  the 
demand  for  loans,  with  the  volume  of  savings  depending  on  habit 
rather  than  being  governed  by  the  interest  rate. 

Hume's  works,  including  his  essays,  were  widely  read  in  his  time 
and  helped  to  form  educated  British  opinion  on  the  subjects  with 
which  they  dealt.  Hume's  personal  relationship  with  Adam  Smith  must 
also  be  remembered  in  assessing  his  position  in  economic  thought. 

Surveying  the  various  writings  which  have  been  treated  in  the 
present  chapter,  it  is  clear  that  they  often  anticipated  theories  or 
viewpoints  which  became  important  later.  Petty  and  Locke  both 
stated  a  labor  theory  of  value.  Petty  considered  rent  in  a  manner  that 
involved  the  principle  of  diminishing  returns  and  gave  a  foretaste  of 
Ricardo's  rent  theory.  Cantillon  and  Steuart  were  reaching  toward 
the  population  theory  which  was  developed  by  Malthus.  Locke,  Can- 
tillon, and  Hume  all  stated  the  quantity  theory  of  money.  When  this 
theory  was  advanced  in  the  sixteenth  century  by  the  author  of  the 
Discourse  of  the  Common  Weal  of  this  Realm  of  England,  and  by 
Jean  Bodin,  it  was  purely  one  of  quantity.  With  Locke  and  his  succes- 
sors, the  velocity  of  money  and  also  the  volume  of  trade  came  to  be 

"Ibid.,  I,  309.  "Ibid.,  p.  313. 
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taken  into  account.  Cantillon  and  more  especially  Hume  recognized 
that  an  increased  quantity  of  money  not  only  raised  prices  but  also 
expanded  employment.  Some  of  the  mercantilists  had  seen  this  point. 
The  idea  that  a  proper  amount  of  spending  was  needed  to  keep  the 
economy  prosperous  was  stated  (by  implication)  in  Mandeville's 
Fable  of  the  Bees  and  it  was  expressed  also  by  Sir  James  Steuart  in 
considering  home  spending  as  a  substitute  for  exports. 

When  they  said  that  men  pursue  happiness,  Hobbes,  Locke,  and 
Hume  provided  a  philosophical  basis  for  classical  economics.  More- 
over, they  spoke  of  this  condition  as  being  fundamental  to  the  exis- 
tence of  man,  enabling  the  classical  economists  to  suppose  that  the 
principles  which  they  developed  on  this  basis  had  universal  validity. 
Yet  Montesquieu  and  Steuart,  and  even  Hume  himself,  visualized 
society  as  an  evolving  phenomenon,  anticipating  the  Hegelian  view 
of  human  society  and  the  historical  criticism  of  classical  economics. 

Lastly,  the  modern  development  of  economic  computation  based 
on  statistical  data,  is  anticipated  in  the  work  of  King  and  Petty. 

Aspects  of  the  writings  of  the  period  referring  to  employment 
theory  are  discussed  further  in  Chapter  15. 
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THE  PHYSIOCRATS 


Around  the  middle  of  the  eighteenth  century,  a  group 
became  important  in  France  whose  members  referred  to  themselves 
as  economistes  but  who  later  were  given  the  name  "physiocrats." 

France  at  that  time  was  predominantly  agricultural.  Feudalism  was 
dying  and  serfdom  had  almost  disappeared,  but  some  feudal  dues 
persisted  which  were  burdensome  and  aroused  resentment  among  the 
peasant  farmers.  The  number  of  small  individual  farms  was  growing. 
Industry  and  commerce  were  increasing  in  importance,  but  they  were 
hindered  by  mercantilist  regulations  and  local  tolls  on  trade  and  travel. 
Taxes  were  largely  farmed  out  to  collectors  who  paid  the  royal  gov- 
ernment fixed  amounts  and  themselves  took  what  they  could  get.  The 
royal  treasury  was  chronically  short  of  money. 

Reforms  seemed  to  be  called  for.  The  physiocrats  were  a  small 
group  of  intellectuals  who  diagnosed  the  situation  from  the  economic 
point  of  view  and  prescribed  for  it.  Some  of  them  were  in  government 
positions  and  therefore  were  able  to  move  to  implement  the  changes 
they  recommended. 
v  Francois  Quesnay  (1694-1774)  can  be  regarded  as  the  leader  of 
the  group,  and  his  contributions  to  the  Encyclopedie  ( 1756  and  1757 ) , 


The  Physiocrats 

together  with  the  appearance  of  his  Tableau  economique  ("Economic 
Table" )  in  1758,  began  the  period  of  physiocratic  influence  on  French 
thought.  Quesnay  was  the  son  of  a  lawyer  who  was  a  small  landowner. 
He  became  court  physician  and  interested  himself  in  economics.  The 
king  formed  a  high  respect  for  his  views.  Another  prominent  member 
of  the  group  was  Anne  Robert  Jacques  Turgot,  Baron  de  Laune  ( 1727- 
1781),  who,  from  a  post  as  a  minor  official,  rose  to  control  the  govern- 
ment finances.  Turgot's  fall  from  royal  favor  and  office  in  1776  can  be 
counted  as  the  end  of  the  school's  dominance  of  French  economics. 
His  Reflexions  sur  la  formation  et  la  distribution  des  richesses  ("Re- 
flections on  the  Formation  and  Distribution  of  Wealth,"  1769-1770) 
explained  economic  principles  from  the  physiocratic  viewpoint,  with 
such  modifications  as  its  author  thought  fit  to  introduce.  Other  mem- 
bers of  the  school  of  physiocrats  were  Pierre  Samuel  du  Pont  de 
Nemours  (1739-1817),  Pierre  Francois  Mercier  de  la  Riviere  (1720- 
1793),  Jean  Claude  Vincent  de  Gournay  (1712-1759),  and  Victor 
Riqueti,  Marquis  de  Mirabeau  (1715-1789). 
V  Du  Pont  de  Nemours  was  a  member  of  the  upper  class  who  sat  in 
the  government  assembly.  He  escaped  the  guillotine  in  the  Revolution 
and  emigrated  to  the  United  States,  where  he  founded  the  Wilmington 
family  of  du  Ponts.  It  was  du  Pont  de  Nemours  who  published  a 
treatise  in  which  the  economic  system  developed  by  the  school  was 
spoken  of  as  Physio cratie,  giving  the  group  the  name  it  now  bears. 
The  full  title  of  this  book  is  enlightening  in  regard  to  the  claims  that 
the  physiocrats  made  for  their  system— Fhysiocratie,  ou  constitution 
naturelle  du  gouvernement  le  plus  avantageux  au  genre  humain 
( "Physiocracy,  or  a  Natural  Constitution  [or  system]  of  Government 
Most  Advantageous  to  the  Human  Race,"  1768 ) .  Gournay  was  a  mer- 
chant who  became  a  government  commerce  official.  He  is  credited  with 
popularizing  the  phrase  laissez  faire,  laissez  passer,  le  monde  va  de 
lui-meme  (let  do— i.e.,  leave  alone— let  go,  and  the  world  goes  on  of 
itself),  with  respect  to  the  idea  that  the  government  should  abstain 
from  interference  in  economic  affairs. 

Mercier  de  la  Riviere  for  a  time  was  intendant  or  financial  con- 
troller of  the  French  colony  of  Martinique,  where  he  aroused  opposi- 
tion by  trying  to  free  commerce  from  mercantilist  restrictions.  His 
book,  L'ordre  naturel  et  essentiel  des  societes  politiques  ( "The  Natural 
and  Essential  Order  of  Political  Society,"  1767),  stated  some  of  the 
leading  physiocratic  principles,  including  that  of  laissez  faire  in  rela- 
tion to  commerce. 
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Mirabeau  was  a  landowner  and  the  father  of  Honore,  Comte  de 
Mirabeau,  who  was  to  be  a  famous  statesman  of  the  revolutionary 
period.  The  elder  Mirabeau  wrote  Vami  des  hommes,  ou  traite  de 
la  population  ("The  Friend  of  Man,  or  a  Treatise  on  Population," 
1756),  a  book  which  seems  to  have  influenced  Quesnay  in  forming 
his  ideas.  He  published  also  La  theorie  de  Timpot  ("The  Theory  of 
the  Tax,"  1760),  which  criticized  tax  farming  and  advocated  more 
direct  taxes.  His  book,  La  philosophie  rurale  ("Rural  Philosophy," 
1763),  gave  a  general  statement  of  the  physiocratic  doctrines.  Its 
title  calls  attention  to  the  school's  emphasis  on  agriculture,  which  led 
Adam  Smith  to  refer  to  its  ideas  as  "the  agricultural  system"  in  dis- 
tinction to  what  he  called  "the  commercial  or  mercantile  system."  It 
is  worth  mentioning  that,  although  Smith  criticized  the  physiocratic 
system,  he  nevertheless  said  that  "with  all  its  imperfections"  it  was 
"perhaps,  the  nearest  approximation  to  the  truth  that  has  yet  been 
published  on  the  subject  of  political  oeconomy."1 

Individualistic  thought  was  stirring  in  eighteenth-century  France. 
The  writings  of  Voltaire  and  others  undermined  blind  faith  in  church 
and  government.  Rousseau  spoke  for  man  as  man.  The  great  Encyclo- 
pedie,  which  appeared  in  the  1750's  and  1760's  after  attempts  on  the 
part  of  the  government  to  stop  its  publication,  was  an  expression  of  the 
new  attitude.  Its  purpose  was  not  only  to  give  information  but  to  form 
opinion,  and  it  attacked  both  the  church  and  despotic  government. 

The  idea  of  a  natural  form  of  government  was  not  entirely  new. 
Montesquieu's  book,  The  Spirit  of  Laws,  was  widely  read  and  in- 
fluential. It  began:  "Laws,  in  their  most  general  signification,  are  the 
necessary  relations  arising  from  the  nature  of  things.  In  this  sense 
all  beings  have  their  laws:  the  Deity  His  laws,  the  material  world  its 
laws,  the  intelligences  superior  to  man  their  laws,  the  beasts  their  laws, 
man  his  laws."2 

Just  as  Montesquieu  sought  for  a  "spirit"  or  order  which  permeated 

or  governed  law,  so  the  physiocrats  looked  for  an  underlying  order 

V    in  economic  affairs.  They  thought  that  there  was  a  fundamental  social 

order  which  was  not  man-made  but  was  laid  down  by  the  creator  of 

man  and  of  nature.3  They  believed  that  the  existing  system,  pre- 

1  Wealth  of  Nations,  Bk.  iv,  Chap.  9. 

2  Nugent's  translation. 

3  See  especially  Mercier  de  la  Riviere,  L'ordre  naturel  et  essentiel  des  societes 
politiques,  Chap.  6. 
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dominantly  mercantilist,  was  not  the  natural  order  but  a  negation  of 
it.  The  physiocrats  were  sure  that  the  natural  order  was  the  system 
which  they  had  discovered  themselves.  This  is  why  du  Pont  de 
Nemours  described  his  Physiocratie  as  a  "natural  constitution"  or 
system  "of  government."  Having,  in  their  opinion,  discovered  the 
natural  system  of  economic  operation,  the  physiocrats  wanted  to  see 
it  put  into  action.  They  felt  that  all  that  was  needed  was  to  remove 
restrictions  imposed  by  governments  (that  is,  the  earlier  system  of 
mercantilism ) .  Then  the  system  which  the  physiocrats  had  themselves 
described  would  come  into  operation  of  its  own  accord.  This  system 
should  now  be  analyzed. 


THE    CIRCULATION    OF    WEALTH 


THE     ECONOMIC  TABLE 


A  good  point  from  which  to  start  a  closer  examination 
of  the  physiocratie  system  is  the  Tableau  economique  ("Economic 
Table")  of  Quesnay.  The  Table  described  the  system  and  illustrated 
it  graphically.  Quesnay  depicted  a  society  ^nmpn^prl  nf  thrpp  r!a<;<;p.s! 
proprietors  of  land,  cultivators,  and  artisans L,he, explained  the  creation 
of  wealth  and  its  flow  between  the  three  groups.  He  began  with  a 
proprietor  of  land,  whose  income  was  assumed  to  be  enough  to  support 
three  families,  one  in  each  of  the  social  groups.  From  there,  he  ex- 
panded his  argument  and  figures  so  far  as  to  put  values  on  the  income 
of  an  entire  economy.  Thus,  the  Economic  Table  can  be  looked  upon 
as  a  forerunner  of  such  modern  devices  as  sector  accounts,  input- 
output  tables,  and  the  flow  charts  now  used  to  illustrate  the  circulation 
of  money  in  the  economy. 

It  is  not  always  clear  what  Quesnay  had  in  mind  on  particular 
points,  and  therefore  the  details  of  the  Table  can  be  variously  inter- 
preted. With  this  qualification,  the  accompanying  tables  and  graph 
can  be  taken  as  explaining  the  Economic  Table  in  terms  of  modern 
devices.  Table  1  shows  sector  accounts  for  the  three  social  groups, 
with  the  input  and  output  given  for  each  group.  Figure  1  is  the 
corresponding  flow  chart.  The  amounts  shown  in  the  table  and  figure 
are  those  developed  by  Quesnay  at  one  stage  in  his  Economic  Table. 
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table  1.     Quesnay's  System  as  Sector  Accounts, 
Showing  Inputs  and  Outputs 

1.  INPUT  AND  OUTPUT  OF  AGRICULTURE 
Input  Output 

Million  livres  Million  livres 

Annual  advances:  Produce  car-  600  Food  supplied  to  landowners  300 

ried  over  from  previous  year  Foo(j  SUppHed  to  industry  300 

for  use  in  current  year  (i.e  Raw  matedals  lied  to  in_  300 

food  tor  cultivators  and  seed  dustrv 

t-,.   .  ,     i        .     .  ,  i.  j  i      onn      Annual  advances:  Produce  car-  600 

finished  materials  supplied  by  300  _  .  _. 

industry  nec*  over  to  following  year 

Total  "900      Total  1500 

The  difference  between  the  two  totals  is  accounted  for  by  rent  paid  to 
landowners. 


2.  INPUT  AND  OUTPUT  OF  INDUSTRY 

Input  Output 

Million  livres  Million  livres 

Annual  advances:  Produce  car-  300  Finished  materials  supplied  to  300 

ried  over  from  previous  year  agriculture 

for  use  in  current  year  Finished  materials  supplied  to  300 

Raw  materials  supplied  by  agri-  300  landowners 

culture  Annual  advances:  Produce  car-  300 

Food  supplied  by  agriculture    _300  ried   over   to  following  year 

Total                                                900  Total                                                900 


3.  INPUT  AND  OUTPUT  OF  LANDOWNERS 
Input  Output 

Million  livres  Million  livres 

Food    supplied    by    agriculture  300 
Finished  materials  supplied  by  300 

industry 
Total  "600      Total  0 

The  difference  between  the  two  totals  is  accounted  for  by  rent  received 
from  agriculture. 

They  refer  to  a  society  comprising  three  million  families  of  four 
persons  each.  The  amounts  are  stated  in  millions  of  livres,  a  livre 
being  a  French  monetary  unit  which  preceded  the  modern  franc  but 
which,  at  the  time  of  the  physiocrats,  had  considerably  more  purchas- 
ing power  than  today's  franc.  If  the  amounts  included  in  the  table 
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are  taken  as  livres,  instead  of  millions  of  livres,  they  would  apply  to 
a  society  comprising  three  families,  which  is  where  Quesney  started 
his  computation. 

Certain  terms  used  by  Quesnay  and  other  physiocrats  require 
explanation.  Production  expenditures  in  agriculture  were  divided  into 
three  classes.  First,  there  were  the  avarices  fonder es  or  defenses 
foncieres  ( land  advances  or  land  expenses ) .  These  were  costs  incurred 
for  permanent  improvements  necessary  to  fit  the  land  for  farming 
(for  example,  the  cost  of  clearing  away  forest  trees).  Next  were  the 
avances  primitives  or  depenses  primitives  (original  advances  or  ex- 
penses), which  were  the  costs  of  equipment  that,  while  long-lasting, 
nevertheless  required  replacement  (such  as  buildings  and  work  ani- 
mals). Last,  there  were  the  avances  annuelles  or  depenses  annuelles 
(annual  advances  or  expenses).  This  category  included  the  cost  of 
items  which  were  used  up  during  the  production  period  (as  food  for 
the  cultivators  and  their  livestock,  and  seed  and  fertilizer  for  the 
crops).  The  modern  category  of  "fixed  costs"  would  include  the  first 
two  classes  of  costs  as  the  physiocrats  understood  these;  "variable 
costs"  would  refer  to  the  third  kind. 

As  the  production  period  to  which  our  table  refers  was  assumed 
to  begin  just  after  harvest,  a  considerable  amount  of  farm  produce 
( which  now  would  be  called  an  inventory  or  stock  on  hand )  is  listed. 
In  the  table  shown,  the  annual  advances  in  agriculture  are  given  as 
600  million  livres'  worth.  They  mainly  represent  food  for  the  culti- 
vators' families  during  the  following  year  and  seed  for  that  year's  crop. 
The  annual  advances  in  industry  also  represent  inventory  on  hand  and 
in  the  table  they  are  taken  at  300  million  livres.  Both  in  agriculture 
and  in  industry,  the  annual  advances  on  hand  at  the  beginning  of  the 
production  period  are  entirely  used  up  during  this  period  but  are 
replaced  from  the  period's  output,  so  that  an  equivalent  amount  is 
carried  forward  to  the  succeeding  production  period. 

Table  1  refers  only  to  a  single  production  period;  this  is  true  also 
of  Figure  1.  Transactions  within  each  sector,  such  as  goods  bought 
by  one  industrialist  from  another  (for  example,  shoes  bought  by  a 
carpenter  from  a  shoemaker)  have  no  place.  The  depreciation  of 
equipment  is  ignored:  neither  the  depenses  foncieres  (which  do  not 
depreciate  but  presumably  command  interest)  nor  the  avances  primi- 
tives (which  call  for  depreciation  as  well  as  interest)  appear  in  the 
table  or  figure,  and  we  can  consider  that  output  is  shown  net  of  depre- 
ciation and  interest.  Both  government  and  commerce  are  excluded. 
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Quesnay's  own  statement  was  less  simple  in  some  ways  than  that 
given  here,  but  even  it  was  simpler  than  he  believed  reality  to  be. 

From  the  computation  which  forms  the  basis  of  Table  1  and  Figure 
1,  as  given  here,  Quesnay  went  on  to  present  a  calculation  for  an 
entire  economy.  His  figures  were  those  which  appear  in  Table  2.  All 
the  items  are  self-explanatory  except  that  representing  the  reproduc- 
tion of  the  annual  advances.  Quesnay  seems  to  have  assumed  that 
the  tithe  on  the  product,  150  million  livres,  was  advanced  from  one 
year  to  the  next,  as  well  as  the  600  million  livres  of  annual  advances 
in  agriculture  and  the  300  million  in  industry.  If  so,  this  appears  to 
be  double-counting  on  his  part,  but  other  possible  explanations  have 
been  offered  for  this  discrepancy.  Evidently,  we  have  an  early  example 
in  the  figures  shown  in  Table  2  of  an  aggregate  income  and  output 
computation,  except  that  Quesnay's  figures  were  imaginary  whereas 
the  modern  aggregate  income  and  output  table  is  prepared  from 
statistical  data. 

table  2.    Aggregate  Output  and  Income 


Million  livres 

Rent 

600 

Taxes 

300 

Tithe  on  annual  product 

150 

Reproduction  of  annual 

advances         1050 

Interest  on  advances 

110 

Total 

2210 

THE  NET  PRODUCT 

An  interesting  feature  of  the  physiocratic  scheme  of 
distribution  is  the  "net  product."  The  total  output  of  agriculture  is 
shown  in  Table  1  as  1500  million  livres'  worth,  with  input  valued  at 
only  900  millions.  This  gives  a  surplus  worth  600  millions,  which  the 
cultivators  pay  to  the  landowners  as  rent.  The  physiocrats  called  this 
surplus  the  produit  net,  or  net  product.  According  to  their  view,  agri- 
culture alone  produced  such  a  surplus,  and  therefore  they  spoke  of 
agriculture  as  being  "productive."  Industry  was  "unproductive"  or 
"sterile"  because  it  produced  no  surplus.  In  modern  terminology,  there 
was  rent  in  the  physiocratic  system  of  distribution  but  no  profit. 
Expenditures  in  the  production  of  farm  products  were  called  "pro- 
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ductive  expenses";  those  incurred  in  industrial  production  were  spoken 
of  as  "sterile  expenses/' 

The  net  product,  or  surplus  from  agricultural  production^went^as 
rent  to  the  landowners^_who  used  half  of  it  to  purchase  food  from  the 
cultivators  and  the  other  half  to  pay  for  finished  materials  (such  as 
clothing)  from  industry.  Industry  received  raw  materials  and  food 
from  agriculture  and  supplied  finished  materials  to  both  the  cultivators 
and  the  landowners. 

The  physiocrats  regarded  merchants,  like  industrialists,  as  sterile. 
At  the  time  when  they  wrote,  the  French  economy  was  one  in  which 
the  farmers  and  the  industrialists  frequently  were  relatively  close 
together  physically;  both  operated  on  a  small  scale.  No  doubt,  mer- 
chandising appeared  to  the  physiocrats  as  an  activity  which  often 
could  be  done  without,  direct  exchange  being  feasible.  Government 
servants  were  also  regarded  by  the  physiocrats  as  being  sterile,  pro- 
ducing no  surplus;  indeed,  government  itself  was  something  which 
the  physiocrats  believed  could  largely  be  dispensed  with,  at  least 
when  the  proper  economic  order  had  been  established. 

The  distributional  picture  presented  in  Quesnay's  Table  showed 
the  industrialists  receiving  only  enough  income  for  their  subsistence 
and  the  cultivators  also  obtaining  only  their  subsistence.  The  entire 
net  product  went  to  the  landowners  as  rent.  The  net  product  was  not 
merely  a  payment  for  the  superior  productivity  of  more  fertile  or 
better  located  land,  as  compared  with  the  worst  land  under  cultiva- 
tion. (This  was  the  view  of  rent  which  Petty  may  have  begun  to 
visualize  in  Britain  before  the  physiocrats  appeared  and  the  view 
which  was  stated  by  Ricardo  in  Britain  later. )  The  physiocrats  seemed 
to  suppose  that  rent  pertained  to  land  as  such.  It  arose  from  the 
nature  of  land  and  it  went  to  the  landowners  because  it  was  they  who 
possessed  this  thing,  land,  which  had  the  unique  attribute  of  pro- 
ducing a  net  product  or  surplus  over  and  above  production  cost.  Here, 
the  physiocratic  doctrine  may  Jbe^  interpreted  as  a  rationalization  of 
the  situation  which  existed  in  France  in  their  time,  when  a  landowning 
aristocracy  received  a  large  proportion  of  the  gross  product  as  rent. 
This  was  the  condition  which  led  Rousseau  to  launch  the  attack  on 
landed  property  which  receives  attention  in  Chapter  9  of  this  book. 

THE   SINGLE   TAX 

The  physiocrats  assigned  an  important  obligation  to 
the  landowners,  however,  as  well  as  an  income  right.  Believing  that  all 
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income  other  than  the  rent  of  land  was  required  to  meet  production 
costs,  including  the  subsistence  of  the  producers,  they  concluded  that 
taxes  which  were  not  levied  on  land  in  the  first  instance  would  be 
shifted  until  finally  they  came  to  rest  on  rent.  To  avoid  the  cost  of 
extensive  tax  shifting,  the  physiocrats  advocated  laying  all  taxation 
directly  on  the  rent  of  land.  An  impot  unique,  or  single  tax,  was  to  be 
levied  on  land  rent,  making  the  landowners  bear  the  entire  cost  of 
government. 

Tax  reform  of  some  kind  certainly  seemed  to  be  called  for  in 
France  at  that  time.  Agriculture  was  the  most  important  industry  in 
the  economy,  and  a  large  part  of  the  taxes  had  to  come  from  it.  As 
matters  stood,  the  land  and  houses  of  the  nobles  and  the  church  were 
exempt  from  the  principal  tax.  This  meant  that  heavy  taxation 
had  to  be  laid  on  the  cultivators,  who  for  the  most  part  were  poor 
people.  In  theory,  at  least,  the  landlords  would  not  suffer  if  all  taxes 
were  levied  on  them  alone;  rather,  They  would  gain.  The  physiocrats, 
believed  that  the  landowners  bore  all  the  taxes  in  any  event.  When  the 
taxes  were  levied  on  others,  the  landowners  not  only  bore  them  after 
they  had  been  shifted,  but  they  also  bore  at  least  some  of  the  cost  of 
tax  shifting.  They  would  be  freed  from  this  cost  if  the  taxes  were 
levied  on  them  directly.  However,  the  landowners  were  not  suffi- 
ciently convinced  by  the  physiocrats'  arguments  to  be  enthusiastic 
about  the  single  tax.  The  proposal  for  such  a  tax  nevertheless  aroused 
interest  in  some  ruling  circles,  where  the  simplicity  and  economy 
which  it  promised  were  attractive.  Karl  Friedrich,  Margrave  of  Baden 
in  Germany,  levied  a  tax  based  on  physiocratic  principles.  In  Germany, 
as  well  as  in  France  before  the  revolution,  there  was  a  sharp  division 
of  wealth  between  the  rich  landowners  and  the  peasant  cultivators; 
and  the  ruler  of  Baden,  who  had  studied  the  physiocratic  plan  of 
taxation,  felt  attracted  to  the  plan.  On  the  basis  of  subsequent  investi- 
gation, it  has  been  estimated  that,  if  the  impot  unique  had  been 
levied  in  France  at  the  time  when  it  was  proposed  by  the  physio- 
crats, it  would  have  absorbed  about  one-third  of  the  entire  rental 
of  land. 

Subsequently,  the  English  economist  James  Mill  favored  a  land  tax, 
basing  his  support  for  such  a  tax  on  his  acceptance  of  Ricardo's  theory 
of  rent.  Still  later,  in  the  United  States  of  America,  Henry  George 
( 1839-1897 )  advocated  a  plan  similar  to  that  proposed  by  the  physio- 
crats—levying the  entire  cost  of  government  in  a  tax  on  the  rent  of 
land.  George  was  an  editor  and  writer  who  later  in  his  career  ran  for 
mayor  of  New  York  on  his  program,  and  obtained  a  considerable 
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number  of  votes,  although  he  failed  to  secure  election.  Calling  his  plan 
"the  single  tax,"  he  developed  it  in  a  book  entitled  Progress  and  Pov- 
erty ( 1879 )  and  other  writings,  which  were  widely  read.  George's  plan 
also  was  based  on  Ricardo's  theory  that  rent  was  a  surplus  over  pro- 
duction costs  and  was  in  fact  the  only  such  surplus  of  a  lasting  nature. 
It  was  attributable  to  natural  properties  possessed  by  the  land  which, 
for  one  reason  or  another,  was  superior  in  productiveness  to  the  poorest 
land  under  cultivation.  Since  the  superior  land  would  be  cultivated 
in  any  event,  George  argued,  the  rent  could  be  taxed  away  without 
deterring  production. 

George  pointed  out  that,  in  the  America  of  his  time,  people  were 
becoming  rich  by  holding  land  while  the  population  increased.  He 
said  that  economic  progress  was  accompanied  by  poverty  among  the 
common  people,  whereas  the  landowners  reaped  the  benefit  of  progress 
in  higher  rents  and  land  values.  His  proposal  was  not  for  a  land  tax 
which  would  absorb  about  one-third  of  the  rents,  such  as  the  physio- 
crats had  in  mind,  but  a  tax  of  one  hundred  per  cent.  "It  is  not  neces- 
sary to  confiscate  land,"  George  said,  "it  is  only  necessary  to  confiscate 
rent."4 

In  our  own  century  in  England,  John  Atkinson  Hobson  (1858- 
1940)  proposed  to  extend  the  idea  of  taxing  economic  surpluses  from 
taxing  land  alone  to  taxing  all  surpluses.  Hobson,  the  author  of  a 
number  of  popular  books  on  economics,  set  forth  this  plan  in  his 
Taxation  in  the  New  State  (1919).  After  Ricardo's  explanation  of 
rent  as  an  economic  surplus  had  been  formulated,  economists  began 
to  see  that  other  incomes  also  may  be  considered  surpluses,  in  the 
sense  that  their  receipt  is  not  required  to  call  forth  supplies  of  the 
factors  of  production  for  whose  use  they  were  paid.  Part  of  the  wage 
of  a  man  who  temporarily  receives  a  very  high  wage  because  his 
specialized  skill  is  in  unusually  intense  demand  is  in  this  category; 
and  so  is  the  income  which  is  derived  from  the  use  of  a  machine,  once 
this  machine  has  been  completed  and  before  it  has  to  be  replaced. 
The  excess  profits  tax  which  was  imposed  in  the  United  States  during 
World  War  II  may  be  considered  to  be  an  example  of  a  tax  on  eco- 
nomic surpluses.  In  Britain,  after  World  War  II,  the  Labour  govern- 
ment endeavored  to  obtain  for  government  use  the  increase  which 
took  place  in  land  values  as  a  result  of  suburban  development  and 
similar  changes  in  land  use. 

4  Progress  and  Poverty  (4th  ed.;  New  York,  1881 ),  p.  364. 
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OTHER    PHYSIOCRATIC    THEORIES 


DIMINISHING  RETURNS 

When  the  physiocratic  theories  in  such  areas  of  eco- 
nomics as  production,  value,  and  distribution  are  surveyed  more 
generally,  we  find  a  supposition  that  the  value  of  goods  accords  with 
production  costs  but  no  clear  concept  of  marginal  cost  such  as  that 
introduced  later  by  RicardcL  Turgot,  in  his  unfinished  Valeurs  et 
monnaies  ("Values  and  Moneys,"  written  about  1769),  explained  ex- 
changes in  terms  of  relative  utilities;  but  he  also  gave  attention  to 
cost.  He  dealt  with  diminishing  returns  in  his  Observations  sur  la 
memoir e  de  M.  de  Saint-Peravy  ("Observations  on  an  Essay  by  M. 
de  Saint-Peravy"),  apparently  written  in  1768.  Here,  Turgot  com- 
mented: 

Seed  sown  on  soil  naturally  fertile,  but  without  any  preparation,  would 
be  an  advance  almost  entirely  lost.  If  it  were  once  cultivated,  the  produce 
would  be  greater,  cultivating  a  second,  a  third  time,  might  not  simply 
double  and  triple,  but  quadruple  or  decuple  the  produce,  which  thus  will 
increase  in  a  greater  proportion  than  the  advances  increase,  and  that  up  to 
a  certain  point,  at  which  the  produce  will  be  as  great  as  possible,  in 
comparison  with  the  advances.  Beyond  this  point,  if  the  advances  are 
increased  further,  the  produce  will  increase  also,  but  less,  and  always 
less  and  less  until,  the  fecundity  of  the  earth  being  exhausted,  and  art 
unable  to  add  anything,  additional  advances  will  add  nothing  to  the 
produce. 

I  observe  that  it  would  be  an  error  to  imagine  that  the  point  where 
the  advances  return  the  most  which  is  possible,  is  the  most  advantageous 
which  the  cultivation  can  attain,  because,  although  the  new  advances  do 
not  return  quite  as  much  as  did  the  preceding  advances,  if  they  return 
enough  to  augment  the  net  product  of  the  soil,  it  is  advantageous  to  apply 
them.5 

Turgot  might  well  have  gone  on  from  this  statement  to  develop  a 
marginal  productivity  theory  of  value  and  distribution,  but  he  failed 
to  do  so.  He  dealt  in  this  passage  with  one  aspect  of  Ricardo's  theory; 
the  intensive  margin  of  cultivation,  or  point  at  which  it  ceased  to  be 
profitable  to  apply  more  expenditure  to  land  already  cultivated.  Turgot 

5Oeuvres  de  M.  Turgot  (9  vols.;  Paris,  1808),  IV,  316-318.  Translated  by  E.  W. 

93 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

said  nothing  about  the  extensive  margin  or  point  at  which  it  ceased 
to  be  profitable  to  extend  cultivation  to  poorer  land.  The  physjocrats 
did  not  recognize  the  existence^  of  no-rent_land^  or  land  so._po.or  in 
quality  or  so  far  distantjrom  markets  that  flip  yalne  of-its  product 
barely  met  cultivation  costs  and  yielded  no  surplus  or  rent  for  the 
landowner. 


TURGOT   ON    CAPITAL   AND   INTEREST 

Turgot  dealt  also  with  capital  and  interest.  He  thought 
that  the  supply  of  capital  which  influenced  the  interest  rate  included 
both  money  and  movable  goods,  and  that  this  supply  was  increased 
by  saving  and  diminished  by  luxurious  expenditure: 

The  price  of  interest  depends  immediately  upon  the  relation  between  the 
demand  of  the  borrowers  and  the  offer  of  the  lenders;  &  this  relation 
depends  chiefly  on  the  quantity  of  moveable  riches  accumulated,  by  the 
saving  of  revenues  &  of  annual  products,  to  form  capitals  withal,  whether 
these  capitals  exist  in  money  or  in  any  other  kind  of  effects  having  a 
value  in  commerce.6 

The  spirit  of  economy  in  a  nation  tends  to  augment  incessantly  the  sum 
of  its  capitals,  to  increase  the  number  of  lenders,  to  diminish  the  borrowers. 
The  habit  of  luxury  has  precisely  the  contrary  effect.7 

While  Turgot  believed  that  the  rent  of  land  could  be  subject  to 
taxation  without  affecting  the  supply  available  for  productive  purposes, 
he  did  not  consider  that  this  was  true  of  the  interest  on  capital.  He 
said  that  "if  this  return  [i.e.,  interest]  is  diminished,  the  capitalist  will 
withdraw  his  money,  and  the  undertaking  will  come  to  an  end  .... 
To  touch  it,  would  be  to  augment  the  price  of  advances  in  all  under- 
takings, and  consequently  to  lessen  the  undertakings  themselves,  that 
is  to  say,  agriculture,  industry,  and  commerce."3  This  may  be  explained 
by  saying  that,  if  interest  were  five  per  cent,  uncleared  land  would 
be  left  idle  if  it  would  not  yield  this  much  interest  on  cost,  besides  re- 
placing the  advances  and  compensating  the  cultivator. 


THE   AGRICULTURAL   SYSTEM 

Turgors    statement    on    the    subject    of    diminishing 
returns  in  agriculture  exemplifies  the  intense  interest  which  the  physi- 

6  Reflections  on  the  Formation  and  Distribution  of  Riches  (London  and  New  York: 
Macmillan  &  Co.  and  The  Macmillan  Co.,  1898),  p.  78. 

7  Ibid.,  p.  80.  8  Ibid.,  p.  93. 
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ocrats  took  in  farming.  It  was  Quesnay  who  wrote  the  article  on 
"Grains"  for  the  Encyclopedic,  in  which  he  expressed  the  opinion  that 
improvements  in  agricultural  methods  might  far  more  than  return 
their  cost.  Members  of  the  physiocratic  school  persistently  advocated 
agricultural  improvements.  This  was  a  logical  view  for  people  to  take 
who  believed  that  only  expenditure  in  agricultural  production  yielded 
returns  which  exceeded  costs.  The  interests  of  the  cultivators,  as  dis- 
tinct from  the  landowners,  were  not  forgotten.  Not  only  was  the  single 
tax  proposal  designed  to  reduce  the  apparent  burden  of  taxation  ( and 
its  real  burden,  so  far  as  trouble  and  expense  were  not  shifted  to 
others ) ,  but  also  the  physiocrats  argued  that  the  farmer  should  receive 
a  bon  prix  (good  price  or  reward)  for  his  product.  The  bon  prix  was 
a  higher  return  than  the  cultivator  secured  under  the  existing  condi- 
tions; the  physiocrats  advocated  such  measures  as  reducing  tolls  on 
the  transportation  of  grain  to  raise  the  price  obtained  by  the  grower. 
For  the  mercantilist  glorification  of  trade,  the  physiocrats  substi- 
tuted_an  attitude  of  antagonism.  They  thought  that  trade^was  not 
only  sterile,_in  the  sense  of  not  producing  a  surplus,  but  that  it  was  of 
little  use  to  the  society.  They  refuted  the  argument  ffrat  a  nation  bene- 
fited from  a  favorable  balance  of  trade.  The  physiocrats  said  that  a 
nation  should  not  want  more  money  than  was  needed  To  cohducfTEs 
exchanges:  more  would  T^e„_an_urtnecessaTy  cojt.  The  money  should 
circulate  to  keep  the  exchange  of  products  proceeding.  Here,  perhaps, 
was  a  germ  of  the  idea  which  Keynes  made  popular  in  the  1930's. 
Unlike  the  mercantilists,  who  favored  manufacturing,  as  well  as  trade, 
the  physiocrats  took  a  neutral  stand  on  manufactures.  They  conceded 
that  the  manufacturing  industry  furnished  necessary  materials,  but 
they  suggested  that,  if  need  be,  the  cultivators  could  manufacture  the 
required  goods  themselves.  Manufacturing,  like  trade,  produced  no 
net  product  and  therefore  it  was  not  a  practicable  source  of  govern- 
ment revenue. 


THE   ATTAINMENT   OF   THE   NATURAL   ORDER 

The  main  contribution  to  economic  thought  made  by 
the  physiocrats  was  their  acceptance  of La  natural  order.  They  thought 
that  society  could  work  itself.  Moreover,  if  it  were  left  alone  by  gov- 
ernments,^ would  workltselFbetter  than  governments  could  manage 
it.  The  physiocrats  thought  that  the  natural  order  which  they  had  dis- 
covered was  a  better  order  than  that  provided  by  mercantilist  regu- 
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lation.  Accordingly,  they  sought  to  free  agriculture,  manufactures, 
and  commerce  from  feudal  and  mercantilist  controls.  When  in  power, 
Turgot  freed  the  trade  in  grain  ( 1774 ) ,  despite  strong  opposition  from 
speculators  and  their  friends.  He  also  planned  to  reform  the  govern- 
ment. Turgot,  like  other  physiocrats,  looked  to  the  king  to  carry 
through  the  reforms  which  were  sought.  His  reform  proposals  made 
enemies,  and  this  caused  the  king  to  request  his  resignation. 

What  the  physiocrats  attempted  to  do  in  France,  Adam  Smith  and 
his  followers  succeeded  in  doing  in  England— destroying  mercantilist 
theory  and  policy  and  substituting  a  theory  andjpolicy  of  laissez 
faire,  or  noninterference  by  the  ^vernment  in-economic  affair^_In_a 
country  governed  by  a  despotic  king,  the  physiocrats  looked  to  the 
king  to  effect  this  change.  Turgot  failed  because  he  made  too  many 
enemies  where  enemies  mattered,  with  the  reigning  king,  Louis  XVI, 
himself  a  very  young  and  by  no  means  strong-minded  man.  If  the 
physiocrats  placed  the  landowners  on  a  pedestal,  they  also  proposed  to 
make  them  pay  the  cost  of  government.  They  tried  to  get  rid  of 
favoritism  in  government,  even  royal  favoritism.  In  this  sort  of  thing, 
\  I  no  doubt  they  were  right;  but  they  were  not  practical.  Adam  Smith's 
system  made  its  appeal  to  the  businessmen  and  parliamentarians  of  an 
industrial  and  commercial  nation,  whereas  that  of  Quesnay  and  Turgot 
had  to  stand  or  fall  on  the  degree  of  its  attraction  to  a  despotic  king 
and  the  will  of  the  king  to  implement  it. 

Historians  sometimes  say  that  revolutions  occur  when  a  social 
structure  fails  to  adjust  itself  to  conditions  that  call  for  change.  Often, 
they  have  the  French  Revolution  in  mind  as  an  example.  Both  among 
the  peasants  in  the  country  and  the  businessmen  of  the  towns  there 
was  dissatisfaction  with  the  prevailing  system.  The  intellectuals  were 
sharply  critical.  The  king's  outlook  was  liberal,  but  he  was  not  firm. 
It  is  possible  that  had  trade  restrictions  been  removed,  as  the  physio- 
crats recommended,  the  more  objectionable  feudal  dues  been  abolished 
or  commuted,  and  something  done  to  breach  the  class  barriers  which 
denied  honor  and  prestige  to  a  large  proportion  of  the  population,  the 
revolution  might  have  been  avoided.  Comparable  changes  were  made 
in  Britain  gradually  and  over  a  longer  period. 
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In  the  late  eighteenth  and  early  nineteenth  centuries, 
Britain  was  more  advanced  in  the  development  of  specialized  manu- 
factures than  neighboring  countries  on  the  continent  of  Europe.  As 
we  have  seen,  Max  Weber  attributed  the  rise  of  industrial  capitalism 
based  on  private  enterprise  in  northwestern  Europe  to  the  success  of 
Protestantism  in  that  area.  However,  it  has  been  pointed  out  that 
there  were  also  other  factors  at  work.  Britain,  northeastern  France, 
Belgium,  and  the  northern  Rhine  district  of  Germany  possessed  large 
deposits  of  coal  and  iron— the  sinews  of  modern  industry— in  close 
proximity  to  each  other.  These  countries  fronted  on  the  sea  and  were 
well  placed  for  oceanic  trade.  Their  strength  in  shipping  provided  a 
basis  for  colonial  expansion  which  itself  opened  supplies  of  raw  mate- 
rials for  manufactures  and  markets  for  finished  goods.  Mercantilist 
thinking  and  the  regulations  which  sprang  from  it  no  doubt  helped  to 
channel  these  resources  for  the  benefit  of  the  national  manufactures 
and,  insofar  as  this  occurred,  a  foundation  had  been  prepared  for 
later  advance. 

Alone  among  the  countries  concerned,  Britain  was,  for  practical 
purposes,  immune  from  invasion  and  therefore  was  able  to  offer  a 
measure  of  security  for  manufacturing  development  which  was  un- 
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available  to  the  coal-iron  districts  of  Belgium,  France,  and  Germany. 
The  industrial  revolution,  in  its  early  manifestations,  was  largely  a 
revolution  in  textile  manufacture.  Britain  had  been  a  leading  producer 
of  wool  and  had  a  well  developed  woolen-cloth  industry.  In  Lanca- 
shire, she  possessed  a  locality  whose  damp  climate  proved  to  be  pecu- 
liarly suited  to  the  manufacture  of  cotton  goods.  She  had  water  power 
and  coal  adjacent  to  each  other  so  that,  when  a  shift  had  to  be  made 
between  these  two  power  sources,  the  transition  was  an  easy  one.  On 
top  of  all  this,  her  people  were  energetic  and  commercially  minded. 
It  seems  only  to  be  expected  that  she  would  forge  ahead  of  other 
nations  in  the  development  of  manufacturing  industry. 

Individualistic  philosophy  and  political  democracy  were  influential 
in  Britain.  Adam  Smith  and  David  Ricardo,  Jeremy  Bentham  and  John 
Stuart  Mill— these  were  the  economic  and  political  philosophers  of  the 
new  age;  it  was  natural  enough  that  they  appeared  in  Britain.  Adam 
Smith  (1723-1790)  was  the  son  of  a  Scots  customs  official,  and  was 
educated  at  the  universities  of  Glasgow  and  Oxford.  He  became  a  pro- 
fessor at  Glasgow,  teaching  logic  and  later  moral  philosophy.  He  left 
this  position  to  go  to  France  as  tutor  to  the  young  Duke  of  Buccleuch 
and  wrote  his  economics  treatise  afterward.  Subsequently,  he  became 
commissioner  of  customs.  In  France,  he  had  come  under  the  influence 
of  the  physiocrats.  Francis  Hutcheson  had  been  his  teacher  at  the  Uni- 
versity of  Glasgow  and  his  predecessor  in  teaching  moral  philosophy 
at  that  university.  Hutcheson  had  taught  that  men  were  benevolent 
as  well  as  selfish  and  therefore  that  all  shared  in  the  benevolence 
arising  from  the  actions  of  their  fellows.  Smith's  theory  of  a  self- 
working  economy  had  a  different  basis  from  this,  as  we  shall  see,  but 
there  is  no  doubt  that  Hutcheson  was  one  of  Smith's  main  sources  of 
inspiration. 


THE       MORAL     SENTIMENTS 


HUMAN    MOTIVATION 

A  product  of  Smith's  professorship  of  moral  philos- 
ophy was  The  Theory  of  Moral  Sentiments,  which  appeared  in  1759. 
"Moral  philosophy,"  according  to  what  is  now  known  of  the  lectures 
which  Smith  gave  under  that  title,  seems  to  have  included  not  only 
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what  is  now  called  morals  or  ethics  but  also  psychology,  to  some 
extent  government,  and  even  economics.  What  Smith  thought  he  was 
examining  in  his  book  is  indicated  by  a  subtitle  added  to  the  later 
editions,  including  that  published  in  1790,  the  year  of  his  death.  These 
bore  the  title  The  Theory  of  Moral  Sentiments;  or,  An  Essay  towards  an 
Analysis  of  the  Principles  by  which  Men  naturally  judge  concerning 
the  Conduct  and  Character,  first  of  their  Neighbours,  and  afterwards 
of  themselves. 

In  The  Theory  of  Moral  Sentiments,  Smith  argued  that  men's  actions 
were  largely  influenced  by  their  desire  for  the  approval  of  others. 
Hutcheson  had  taught  that  wealth  and  happiness  were  not  necessarily 
coincident,  as  the  following  extract  from  his  work  entitled  An  Essay 
on  the  Nature  and  Conduct  of  the  Passions  and  Affections  ( 1728 )  will 
show: 

Concerning  the  Desires  of  Wealth  and  Power  .  .  .  from  considering  the 
small  Addition  commonly  made  to  the  Happiness  of  the  Possessor,  by  the 
greatest  Degrees  of  them,  and  the  Uncertainty  of  their  Continuance;  if 
we  have  obtained  any  share  of  them,  let  us  examine  their  true  Use,  and 
what  is  the  best  Enjoyment  of  them.  .  .  .  What  moral  Pleasures,  what 
Delights  of  Humanity,  what  Gratitude  from  Persons  obliged,  what  Honour, 
may  a  wise  Man  of  a  generous  Temper  purchase  with  them?  How  foolish 
is  the  Conduct  of  heaping  up  Wealth  for  Posterity,  when  smaller  Degrees 
might  make  them  equally  happy!  when  great  Prospects  of  this  kind  are 
the  strongest  Temptations  to  them,  to  indulge  Sloth,  Luxury,  Debauchery, 
Indolence,  Pride,  and  Contempt  of  their  Fellow-Creatures;  and  to  banish 
some  noble  Dispositions,  Humility,  Compassion,  Industry,  Hardiness  of 
Temper  and  Courage,  the  Offspring  of  the  sober  rigid  Dame  Poverty.1 

In  his  Theory  of  Moral  Sentiments,  Smith  went  further  along  this 
line  of  thought.  He  said  that  enough  was  as  good  as  a  feast: 

What  can  be  added  to  the  happiness  of  the  man  who  is  in  health,  who 
is  out  of  debt,  and  has  a  clear  conscience?  To  one  in  this  situation,  all 
accessions  of  fortune  may  properly  be  said  to  be  superfluous.2 

Discussing  the  uselessness  of  great  riches,  Smith  commented: 

...  in  the  languor  of  disease  and  the  weariness  of  old  age,  the  pleasures 
of  the  vain  and  empty  distinctions  of  greatness  disappear.  .  .  .  Power  and 
riches  appear  then  to  be,  what  they  are,  enormous  and  operose  machines 
contrived  to  produce  a  few  trifling  conveniences  to  the  body.  .  .  .  They  are 
immense  fabrics,  which  it  requires  the  labour  of  a  life  to  raise,  which 
threaten  every  moment  to  overwhelm  the  person  that  dwells  in  them,  and 

1  An  Essay  on  the  Nature  and  Conduct  .  .  .  (London,  1730),  pp.  193-194. 

2  The  Theory  of  Moral  Sentiments  (8th  ed.;  2  vols.;  London  and  Edinburgh, 
1797),  I,  107. 
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which  while  they  stand,  though  they  may  save  him  from  some  smaller 
inconveniences,  can  protect  him  from  none  of  the  severer  inclemencies  of 
the  season.8 

Of  the  poor,  no  doubt  with  the  Scotland  of  his  day  in  mind,  Smith 
wrote: 

In  what  constitutes  the  real  happiness  of  human  life,  they  are  in  no  re- 
spect inferior  to  those  who  would  seem  so  much  above  them.  In  ease  of  body 
and  peace  of  mind,  all  the  different  ranks  of  life  are  nearly  upon  a  level, 
and  the  beggar,  who  suns  himself  by  the  side  of  the  highway,  possesses 
that  security  which  kings  are  fighting  for.4 

Why,  then,  did  people  strive  for  wealth  and  greatness,  Smith  in- 
quired. "Is  it  to  supply  the  necessities  of  nature?"  He  answered:  "The 
wages  of  the  meanest  labourer  can  supply  them."  Do  people  "imagine 
that  their  stomach  is  better,  or  their  sleep  sounder,  in  a  palace  than 
in  a  cottage?"  Smith  replied,  "The  contrary  ...  is  so  very  obvious  .  .  . 
that  there  is  nobody  ignorant  of  it."  He  generalized:  "It  is  the  vanity, 
not  the  ease  or  the  pleasure,  which  interests  us."  "The  rich  man,"  he 
wrote,  "glories  in  his  riches,  because  he  feels  that  they  naturally  draw 
upon  him  the  attention  of  the  world.  .  .  .  The  poor  man,  on  the  con- 
trary, is  ashamed  of  his  poverty.  ...  It  is  this,  which,  notwithstanding 
the  restraint  it  imposes  .  .  .  renders  greatness  the  object  of  envy,  and 
compensates,  in  the  opinion  of  mankind,  all  that  toil,  all  that  anxiety, 
all  those  mortifications  which  must  be  undergone  in  the  pursuit  of  it; 
and  ...  all  that  leisure,  all  that  ease,  all  that  careless  security  which 
are  forfeited  for  ever  by  the  acquisition."5 

Anticipating  the  views  expressed  by  Thorstein  Veblen  over  a  century 
later  inhis  Theory  of  the  Leisure  Class,  SmjA^wrote:  "It  is  from  our 
disposition  to  admire,  and  consequently  to  imitate,  the  rich  and 
the__grea^^a^^ey  are  enabled  tojjet^r JEQgacL ,what__ is  called 
the  fashion^,.  .  .  Even  their  vices  and  follies  are  fashionable;  and  the 
greater  part  of  men  are  proud  to  imitate  and  resemble  them  in  the 
very  qualities  which  dishonour  and  degrade  them."6 

Unlike  Veblen,  Smith  seemed  to  believe  that  this  condition  was 
beneficial: 

...  it  is  well  that  nature  imposes  on  us  in  this  manner.  It  is  this  deception 
which  rouses  and  keeps  in  continual  motion  the  industry  of  mankind.  It 
is  this  which  first  prompted  them  [i.e.,  mankind]  to  cultivate  the  ground, 
to  build  houses,  to  found  cities  and  commonwealths,  and  to  invent  and 
improve  all  the  sciences  and  arts,   which  ennoble  and  embellish  human 

3  Ibid.,  pp.  461-462.  4  Ibid.,  p.  467.  5  Ibid.,  pp.  120-125. 

6  Ibid.,  p.  153. 

100 


Adam  Smith  and  the  Rise  of  the  Classical  School 

life;  which  have  entirely  changed  the  whole  face  of  the  globe,  have  turned 
the  rude  forests  of  nature  into  agreeable  and  fertile  plains,  and  have  made 
the  trackless  and  barren  ocean  a  new  fund  of  subsistence,  and  the  great 
high  road  of  communication  to  the  different  nations  of  the  earth.7 

Thus,  the  Smith  of  the  Theory  of  Moral  Sentiments  believed  that  the 
very  delusions  from  which  men  suffered  were  advantageous  to  the 
society  of  which  they  formed  a  part. 

In  his  Wealth  of  Nations,  Smith  appeared  to  accept  it  as  a  fact  that 
men  pursued  gain  and  he  spoke  of  gain-seeking  as  if  it  were  a  matter 
of  common  sense.  This  is  borne  out  by  the  following  passages  from  the 
later  book: 

In  all  countries  where  there  is  tolerable  security,  every  man  of  common 
understanding  will  endeavour  to  employ  whatever  stock  he  can  command, 
in  procuring  either  present  enjoyment  or  future  profit.8 

The  consideration  of  his  own  private  profit,  is  the  sole  motive  which 
determines  the  owner  of  any  capital  to  employ  it  either  in  agriculture, 
in  manufactures,  or  in  some  particular  branch  of  the  wholesale  or  retail 
trade.9 

Every  individual  is  continually  exerting  himself  to  find  out  the  most 
advantageous  employment  for  whatever  capital  he  can  command.  It  is  his 
own  advantage,  indeed,  and  not  that  of  society,  which  he  has  in  view.10 


THE   INVISIBLE   HAND 

A  noteworthy  feature  of  the  Theory  of  Moral  Senti- 
ments is  its  reference  to  "the  invisible  hand,"  a  term  which  was  to 
appear  again  in  the  Wealth  of  Nations  to  denote  a  very  important  part 
of  Smith's  contribution  to  economic  thought.  The  "invisible  hand"  of 
the  Wealth  of  Nations  was  akin  to  the  "natural  order"  of  the  French 
physiocrats,  described  in  Chapter  4.  It  was  a  social  force  which,  ac- 
cording to  the  physiocrats  and  Adam  Smith,  caused  individual  action 
to  promote  the  general  good. 

Following  the  last-quoted  passage  in  the  Moral  Sentiments,  in  which 
Smith  spoke  of  the  delusions  of  men  as  spurring  them  to  industry,  he 
gave  some  consideration  to  the  consumption  of  the  rich.  He  said  that 
"the  proud  and  unfeeling  landlord  views  his  extensive  fields,  and  with- 
out a  thought  for  the  wants  of  his  brethren,  in  imagination  consumes 
himself  the  whole  harvest  which  grows  on  them.  The  homely  and 
vulgar  proverb,  that  the  eye  is  larger  than  the  belly,  never  was  more 

7  Ibid.,  p.  464. 

8  Wealth  of  Nations,  Bk.  2,  Chap.  1. 

9  Ibid.,  Bk.  2,  Chap.  5.  10  Ibid.,  Bk.  4,  Chap.  2. 
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fully  verified  than  with  regard  to  him."  However:  "The  capacity  of  his 
stomach  bears  no  proportion  to  the  immensity  of  his  desires,  and  will 
receive  no  more  than  that  of  the  meanest  peasant."  Therefore,  he  is 
obliged  to  distribute  the  remainder  among  those  who  prepare  his  food, 
provide  and  care  for  his  residence,  and  furnish  the  various  luxuries 
which  he  uses.  Thus,  out  of  the  rich  man's  "luxury  and  caprice,"  the 
poor  get  a  share  of  the  necessities  of  life,  "which  they  would  in  vain 
have  expected  from  his  humanity  or  his  justice."  Smith  went  on: 

The  rich  only  select  from  the  heap  [of  goods]  what  is  most  precious  and 
agreeable.  They  consume  little  more  than  the  poor,  and  in  spite  of  their 
natural  selfishness  and  rapacity,  though  they  mean  only  their  own  con- 
veniency,  though  the  sole  end  which  they  propose  from  the  labours  of  all 
the  thousands  whom  they  employ,  be  the  gratification  of  their  own  vain 
and  insatiable  desires,  they  divide  with  the  poor  the  produce  of  all  their 
improvements.  They  are  led  by  an  invisible  hand  to  make  nearly  the  same 
distribution  of  the  necessaries  of  life,  which  would  have  been  made  had 
the  earth  been  divided  into  equal  portions  among  all  its  inhabitants;  and 
thus,  without  intending  it,  without  knowing  it,  advance  the  interest  of 
the  society,  and  afford  means  to  the  multiplication  of  the  species." 

This  certainly  was  not  Hutcheson's  view  of  a  self -working  social  sys- 
tem. The  rich  here  were  not  distributing  wealth  to  the  poor  because 
of  benevolence;  they  were  doing  it  without  intending  it  or  caring 
about  it,  because  of  selfishness.  Smith's  "invisible  hand"  was  Mande- 
ville's.  The  passage  just  quoted  from  the  Moral  Sentiments  should  be 
compared  with  that  taken  from  the  Wealth  of  Nations,  which  appears 
in  the  middle  of  page  119. 

RELATIONSHIP   BETWEEN    SMITH'S   BOOKS 

The  contrast  between  Smith's  views  as  set  forth  in  the 
Theory  of  Moral  Sentiments,  and  those  expressed  in  the  Wealth  of 
Nations,  has  aroused  considerable  interest  among  economists  and 
philosophers.  The  Wealth  of  Nations  was  published  seventeen  years 
after  the  Theory  of  Moral  Sentiments,  and  it  has  been  suggested  that 
Smith  may  have  changed  his  opinions  on  human  motives  in  this  inter- 
val. Apparently,  however,  this  interpretation  must  be  rejected.  In  the 
first  place,  revisions  of  the  Moral  Sentiments  made  by  Smith  after  the 
Wealth  of  Nations  was  published  show  no  change  in  the  views  which 
he  had  expressed  in  the  earlier  book.  Also,  student  notes  have  been 
discovered  on  lectures  which  Smith  gave  at  the  University  of  Glasgow 

11  The  Theory  of  Moral  Sentiments,  I,  465-466. 
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during  the  Moral  Sentiments  period.  These  notes  ( printed  as  Lectures 
on  Justice,  Police,  Revenue  and  Arms,  edited  by  E.  Cannan,  1896) 
indicate  that  Smith  was  stating  at  that  time  opinions  which  were  very 
similar  to  those  published  in  his  Wealth  of  Nations.  Certainly,  the  con- 
clusions that  a  reader  forms  from  the  Wealth  of  Nations  are  modified 
by  considering  the  view  of  individual  happiness  taken  in  the  Theory 
of  Moral  Sentiments. 


THE       WEALTH    OF     NATIONS 

AND    THE    PRINCIPLES    OF    ECONOMICS 

Smith's  great  book  on  economics,  An  Inquiry  into  the 
Nature  and  Causes  of  the  Wealth  of  Nations,  appeared  in  1776.  At 
once  arousing  comment,  it  grew  rapidly  in  fame,  which  in  the  course 
of  time  spread  to  other  countries.  The  book  dealt  with  both  eco- 
nomic principles  and  economic  policy.  One  of  Smith's  main  purposes 
in  writing  on  economics  was  somewhat  similar  to  that  of  the  physio- 
crats. (Smith  sought  to  destroy  the  jyjtem_of_eco_nomic  regulation- 
which  he  referred  to  as  "the  commercial,  or  mercantile .„s_ys.tenu"  His 
method  was  partly  the  negative  one  of  offering  criticisms  of  mer- 
cantilism, but  it  was  positive  as  well.  He  described  an  alternative 
system  which  he  believed  would  come  into  existence  of  its  own 
accord  if  mercantilism  were  to  be  abolished,  and  which  would  be 
better  than  mercantilism.  Thus  far,  he  was  in  agreement  with  the 
physiocrats.  Where  he  disagreed  with  the  French  school— and  even 
here  his  disagreement  was  partial  rather  than  complete— was  in  the 
nature  of  the  system  which  would  supplant  mercantilism  if  it  were  to 
be  abolished.  Before  examining  the  policy  aspect  of  Smith's  book, 
therefore,  it  would  be  well  to  give  some  attention  to  the  economic 
principles  which  it  formulated. 


WEALTH,    PRICE,    AND   ECONOMIC   EQUILIBRIUM 

Smith  followed  the  physiocrats  in  regarding  wealth 
as  a  flow  of  goods  available  for  consumption  over  a  period  of  time, 
rather  than  as  a  stock  or  accumulated  fund.  He  spoke  of  wealth 
in  this  sense  as  being  brought  into  existence  by  labor.  Thus,  he 
began  the  "Introduction  and  plan  of  the  work"  with  the  following 
statement: 

The  annual  labour  of  every  nation  is  the  fund  which  originally  supplies 
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it  with  all  the  necessaries  and  conveniences  of  life,  which  it  annually 
consumes,  and  which  consist  always  either  in  the  immediate  produce  of 
that  labour,  or  in  what  is  purchased  with  that  produce  from  other  nations. 
According  therefore,  as  this  produce,  or  what  is  purchased  with  it, 
bears  a  greater  or  smaller  proportion  to  the  number  of  those  who  are  to 
consume  it,  the  nation  will  be  better  or  worse  supplied  with  all  the  neces- 
saries and  conveniences  for  which  it  has  occasion. 

Smith  added  that  this  proportion,  or  amount  per  head,  depended 
on  two  things,  first,  on  "the  skill,  dexterity,  and  judgment"  with 
which  labor  was  applied,  and  second,  on  "the  proportion  between 
those  who  are  employed  in  useful  labour,  and  that  of  those  who  are 
not  so  employed."  Thus,  at  the  beginning  of  his  book,  Smith  raised 
the  question  of  what  labor  was  useful  and  what  was  not  useful. 

Smith  made__no  pretense  that  "use  value"  or  "value  in  use   (or 
utiHw)^_determined  what  was  produced. > He  distinguished  between 
V     use  value  and  exchange  value: 

The  word  value,  it  is  to  be  observed,  has  two  different  meanings,  and 
sometimes  expresses  the  utility  of  some  particular  object,  and  sometimes 
the  power  of  purchasing  other  goods  which  the  possession  of  that  object 
conveys.  The  one  may  be  called  "value  in  use";  the  other,  "value  in 
exchange."  The  things  which  have  the  greatest  value  in  use  have  fre- 
quently little  or  no  value  in  exchange;  and  on  the  contrary,  those  which 
have  the  greatest  value  in  exchange  have  frequently  little  or  no  value  in 
use.  Nothing  is  more  useful  than  water:  but  it  will  purchase  scarce  any 
thing;  scarce  any  thing  can  be  had  in  exchange  for  it.  A  diamond,  on  the 
contrary,  has  scarce  any  value  in  use;  but  a  very  great  quantity  of  other 
goods  may  frequently  be  had  in  exchange  for  it.12 

Later  economists  found  an  explanation  of  this  paradox  in  the  prin- 
ciple of  diminishing  utility.  Water  is  so  plentiful  that  it  is  often 
available  free  of  charge.  Hence,  notwithstanding  the  fact  that  in 
some  uses  water  is  necessary  to  sustain  life  itself,  in  other  uses  it  has 
very  little  utility  and  satisfies  inconsequential  wants.  Diamonds,  on 
the  other  hand,  are  very  scarce.  Despite  their  nowhere  being  needed 
to  support  life,  even  the  poorer  diamonds  find  useful  employment 
for  decoration,  glass  cutting,  etc. 

Having  dismissed  use  value  in  this  manner,  Smith  proceeded  to 
investigate  exchange  value.  Here,  he  distinguished  between  what 
may  be  called  intrinsic  value,  or  perhaps  long-term  value,  and  mar- 
ket value.  Smith  spoke  of  the  "natural  price"  as 

.  .  .  the  central  price,  to  which  the  prices  of  all  commodities  are  continually 
gravitating.    Different  accidents  may   sometimes   keep   them   suspended   a 

12  Wealth  of  Nations,  Bk.  1,  Chap.  4. 
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good  deal  above  it,  and  sometimes  force  them  down  even  somewhat  below 
it.  But  whatever  may  be  the  obstacles  which  hinder  them  in  settling  in  this 
center  of  repose  and  continuance,  they  are  constantly  tending  towards  it.13 

Smith  explained  how  supply  and  price  were  adjusted  to  demand: 

The  quantity  of  every  commodity  brought  to  market  naturally  suits 
itself  to  the  effectual  demand.  It  is  the  interest  of  all  those  who  employ 
their  land,  labour,  or  stock,  in  bringing  any  commodity  to  market,  that 
the  quantity  never  should  exceed  the  effectual  demand;  and  it  is  the 
interest  of  all  other  people  that  it  never  should  fall  short  of  that  demand. 

If  at  any  time  it  exceeds  the  effectual  demand,  some  of  the  component 
parts  of  its  price  must  be  paid  below  their  natural  rate.  If  it  is  rent,  the 
interest  of  the  landlords  will  immediately  prompt  them  to  withdraw  a 
part  of  their  land;  and  if  it  is  wages  or  profit,  the  interest  of  the  labourers 
in  the  one  case,  and  of  their  employers  in  the  other,  will  prompt  them 
to  withdraw  a  part  of  their  labour  or  stock  from  this  employment.  The 
quantity  brought  to  market  will  soon  be  no  more  than  sufficient  to  supply 
the  effectual  demand.  All  the  different  parts  of  its  price  will  rise  to  their 
natural  rate,  and  the  whole  price  to  its  natural  price. 

If,  on  the  contrary,  the  quantity  brought  to  market  should  at  any  time 
fall  short  of  the  effectual  demand,  some  of  the  component  parts  of  its 
price  must  rise  above  their  natural  rate.  If  it  is  rent,  the  interest  of  all 
other  landlords  will  naturally  prompt  them  to  prepare  more  land  for  the 
raising  of  this  commodity;  if  it  is  wages  or  profit,  the  interest  of  all  other 
labourers  and  dealers  will  soon  prompt  them  to  employ  more  labour  and 
stock  in  preparing  and  bringing  it  to  market.  The  quantity  brought  thither 
will  soon  be  sufficient  to  supply  the  effectual  demand.  All  the  different 
parts  of  its  price  will  soon  sink  to  their  natural  rate,  and  the  whole  price 
to  its  natural  price.14 

Evidently  Smith  here  was  considering  natural  price  in  terms  of 
transfer  costs  or  opportunity  costs.  If  labor,  land,  or  stock  (i.e., 
capital)  brought  higher  returns  in  one  employment  than  in  another, 
the  owners  of  these  productive  factors  would  transfer  them  from  the 
less  remunerative  to  the  more  remunerative  employments.  This  was 
the  essence  of  Smith's  theory  of  equilibrium  in  an  economy  of  free 
enterprise.  The  theory  assumed  that  the  owners  of  production  factors 
would  be  aware  of  differences  in  remuneration  in  the  various  possible 
employments,  and  that  they  could  and  would  transfer  the  factors  of 
production  which  they  owned  from  an  employment  in  which  the 
remuneration  was  lower  to  another  where  it  was  higher.  As  stated 
here,  the  theory  said  nothing  about  how  high  wages,  rent,  and 
profits  would  be  absolutely;  the  theory  dealt  with  relative  returns  in 

13  Ibid.,  Bk.  1,  Chap.  7.  u  Ibid. 
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different  employments  but  not  with  absolute  levels.  Smith,  however, 
gave  some  attention  to  this  problem  elsewhere.  As  we  have  seen,  he 
considered  that  the  total  produce  available  for  division  among  the 
people  in  the  society  depended  on  the  "skill,  dexterity,  and  judgment" 
with  which  labor  was  applied  and  the  type  of  employment  in  which 
it  was  used. 

Those  who  are  familiar  with  the  theory  of  cobweb  behavior  in  the 
market  as  treated  in  modern  economics  ( see  Chapter  14 )  will  recognize 
that  Smith's  theory  of  market  equilibrium  referred  to  only  one  of  the 
three  possible  conditions  with  which  the  cobweb  theory  deals,  that 
of  diminishing  oscillations.  It  ignored  the  other  two  possibilities 
afforded  by  the  modern  theory,  that  is,  the  condition  of  continuing 
oscillations  of  similar  size,  and  that  of  increasing  oscillations.  The 
assumption  that  market  divergencies  from  the  long-run  equilibrium 
price  gradually  diminish  until  the  equilibrium  point  is  reached  per- 
vaded classical  economics.  Possibly  this  helps  to  explain  the  lack  of 
attention  given  in  the  classical  writings  to  the  problem  of  cyclical 
behavior,  seen  especially  in  the  neglect  of  general  booms  and 
depressions. 

LABOR  AS  A  MEASURE  OF  VALUE 


Smith  considered  the  distinction  between  "the  real 
and  nominal  price  of  commodities,"  or  "their  price  in  labour,  and 
their  price  in  money."15  He  wrote:  "Every  man  is  rich  or  poor  accord- 
ing to  the  degree  in  which  he  can  afford  to  enjoy  the  necessaries, 
conveniences,  and  amusements  of  human  life."  Then  he  commented 
that,  after  labor  had  become  specialized,  "it  is  but  a  very  small  part 
of  these  with  which  a  man's  own  labour  can  supply  him."  However, 
Smith  said  that  labor  "jgjhpi  real  measure  of  the  exchangeable  value 
of  all  commodities.  The  real  price  of  every  thing,  what  every  thing 
really  costs  to  the  man  who  wants  to  acquire  it,  is  the  toil  and  trouble 
of  acquiring  it."  He  went  on  to  remark  that  "What  every  thing  is 
really  worth  to  the  man  who  has  acquired  it,  and  who  wants  to  dis- 
pose of  it  or  exchange  it  for  something  else,  is  the  toil  and  trouble 
which  it  can  save  to  himself,  and  which  it  can  impose  on  other 
people."  There  seem  to  be  two  different  values  here,  if  production  is 
considered  as  specialized,  as  one  would  assume  it  to  be  in  an  ex- 
18  Ibid.,  Bk.  1,  Chap.  5. 
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change  economy.  The  labor  which  a  doctor  would  spend  in  making 
a  table  for  himself,  for  example,  is  very  different  from  that  which  a 
skilled  furniture-maker  would  expend  in  manufacturing  a  similar 
table.  In  practice,  the  furniture-maker  would  probably  produce  a 
better  article  with  less  work  than  would  a  doctor  who  applied  him- 
self to  constructing  a  table. 

Smith  conceded  that  "though  labour  be  the  real  measure  of  the  l 
exchangeable  value  of  all  commodities,  it  is  not  that  by  which  their 
value  is  commonly  estimated."  He  saw  that  there  was  a  problem  in 
ascertaining  the  proportionable  relationship  between  different  qual- 
ities of  labor:  "There  may  be  more  labour  in  an  hour's  hard  work 
than  in  two  hours  easy  business;  or  in  an  hour's  application  to  a  trade 
which  it  cost  ten  years  labour  to  learn,  than  in  a  month's  industry  at 
an  ordinary  and  obvious  employment."  These  differences,  Smith 
commented,  were  adjusted,  "not  by  any  accurate  measure,  but  by 
the  higgling  and  bargaining  of  the  market,"  sufficiently  "for  carrying 
on  the  business  of  common  life."  He  considered  the  instability  of  the 
value  of  money  and  noted  that  rents  payable  in  grain  had  proved 
more  stable  over  time  than  rents  payable  in  money.  He  declared  that 
labor  "is  the  only  universal,  as  well  as  the  only  accurate  measure  of  j 
value^or  the  only  standard  by  which  we  can  compare  the  values  of  j 

dfffprpntf^nmmn^^  p.11  timps  and   f\t  fl]l  places/' 

Smith  evidently  wanted  to  find  a  single  measure  of  value  which""" 
would  serve  as  the  basis  for  exchange  values  not  only  currently  but ) 
over  time.  He  recognized  that  labor  did  not  in  fact  measure  values  in\ 
current  exchange,  but  he  felt  that  in  some  manner  it  was__a  jiipre/ 
fundamental  measure  of  values  than  money.  Certainly,  history  shows 
that  money  has  been  a  very  unreliable  standard  of  values  over  timp. 
However,  use  of  such  a  term  as  "real  measure  of  the  exchangeable 
value  of  all  commodities"  raises  the  issue  of  what  is  a  "real  measure." 
When  we  speak  nowadays  of  "real  wages"  or  "real  income,"  what  we 
mean  is  the  amount  of  goods  which  the  wages  or  the  income  will  buy. 
This  might  be  called  a  "goods  standard."  A  labor  standard  historically 
has  given  very  different  results  from  a  goods  standard,  because,  with 
increased  efficiency  in  production,  labor  has  come  to  command  more 
goods.  With  a  goods  standard  of  "realness,"  we  can  say  that  labor  has 
become  dearer  (i.e.,  it  has  bought  more  goods).  With  a  labor  stand- 
ard, goods  have  become  cheaper.  How  are  we  to  decide  which  is  the 
better  definition  of  what  is  "real"? 
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COMPONENTS   OF   PRICE 

Discussing  "the  component  parts  of  the  price  of  com- 
modities,"10 Smith  seemed  to  relegate  labor  as  the  practical  basis  of 
exchange  to  "that  early  and  rude  state  of  society  which  precedes  both 
the  accumulation  of  stock  and  the  appropriation  of  land."  At  that 
stage,  he  said,  "the  whole  produce  of  labour  belongs  to  the  labourer; 
and  the  quantity  of  labour  commonly  employed  in  acquiring  or  pro- 
ducing any  commodity,  is  the  only  circumstance  which  can  regulate 
the  quantity  of  labour  which  it  ought  commonly  to  purchase,  com- 
mand, or  exchange  for."  Smith  gave  an  illustration:  "If  among  a 
nation  of  hunters,  for  example,  it  usually  costs  twice  the  labour  to  kill 
a  beaver  which  it  does  to  kill  a  deer,  one  beaver  should  naturally 
exchange  for  or  be  worth  two  deer."  Such  an  illustration  assumes 
that  primitive  men  exchanged  goods  much  as  they  are  exchanged  now- 
adays but  without  a  money  medium.  Anthropologists  tell  us  that  this 
has  not  usually  been  the  case  among  such  primitive  societies  as  have 
been  available  for  study  in  modern  times. 

Smith  proceeded  next  to  a  different  stage  of  social  development. 
He  said  that,  as  soon  as  some  people  had  accumulated  capital,  they 
would  use  it  to  employ  others,  "in  order  to  make  a  profit  by  the  sale 
of  their  work,  or  by  what  their  labour  adds  to  the  value  of  the  mate- 
rials." When  this  had  occurred,  "the  whole  produce  of  labour  does 
not  always  belong  to  the  labourer,"  Smith  said.  "He  must  in  most  cases 
share  it  with  the  owner  of  the  stock  which  employs  him."  Smith  might 
have  gone  on  to  compare  the  number  of  fish  that  a  fisherman  could 
catch  with  his  hands  with  the  number  that  he  could  catch  when 
equipped  with  a  rod  and  line  or  a  net,  and  to  attribute  the  difference 
in  number  of  fish  to  the  presence  of  this  equipment.  He  might  there- 
fore have  awarded  the  difference  to  the  equipment-provider.  If  he 
had  done  this,  he  would  have  anticipated  the  theory  of  capital  and 
interest  which  was  developed  later  by  the  Austrian  economist,  Eugen 
von  Bohm-Bawerk.  However,  Smith  did  not  take  such  a  course.  He 
supposed,  no  doubt,  that,  with  industry  as  he  knew  it  in  Britain  in  his 
time,  the  worker  who  had  no  capital  possessed  no  real  choice  between 
working  for  himself  and  working  for  an  employer.  Smith  seemed  to 
say  that  the  capital-owner  took  advantage  of  his  possession  of  capital 
to  deprive  the  worker  of  some  of  the  product  that  was  rightly  due  to 

16  Ibid.,  Bk.  1,  Chap.  6. 
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him  for  his  work.  In  so  doing,  Smith  laid  the  ground  for  Marx's  theory^ 
of  exploitation. 

The  landlord  also  was  put  by  Smith  in  the  position  of  being  an 
exploiter: 

As  soon  as  the  land  of  any  country  has  all  become  private  property, 
the  landlords,  like  all  other  men,  love  to  reap  where  they  never  sowed, 
and  demand  a  rent  even  for  its  natural  produce.17 

Smith  pointed  out  that  the  primitive  man  could  get  produce  from 
land  for  the  taking,  but  that  when  all  land  had  been  taken  up,  the 
cultivator  had  to  pay  for  its  use.  Hence,  with  both  capital  and  land 
now  having  to  be  paid  for,  the  worker  had  to  yield  up  two  deductions 
from  the  produce  of  his  labor,  the  first  for  profit  and  the  second  for 
rent.  The  three  payments,  profit,  rent,  and  the  remaining  wages,  madej 
up  what  Smith  called  the  components  of  the  price  of  commodities  J ' 

Smith  rejected  the  idea  that  profit  represented  "the  wages  of  a 
particular  sort  of  labour,  the  labour  of  inspection  and  direction,"  on 
the  ground  that  profit  was  proportioned  to  the  amount  of  the  capital 
that  was  provided  by  the  employer,  not  to  the  amount  of  his  labor. 
Nevertheless,  there  must  have  been  in  Smith's  mind  a  distinction  be- 
tween wages  for  the  enterpriser's  labor  and  the  profit  or  interest  on 
capital,  for  in  a  later  chapter  he  wrote: 

Apothecaries  profit  is  become  a  bye-word,  denoting  something  uncom- 
monly extravagant.  This  great  apparent  profit,  however,  is  frequently  no 
more  than  the  reasonable  wages  of  labour.18 

Smith  commented  that  the  apothecary  sold  drugs,  which  "may  not 
perhaps  cost  him  above  thirty  or  forty  pounds  .  .  .  for  three  or  four 
hundred,  or  at  a  thousand  per  cent  profit."  However,  he  added  that, 
in  selling  the  drugs,  the  apothecary  also  furnished  his  skill.  He  often 
acted  as  a  physician  to  the  poor,  and  even  to  the  rich  in  minor  ill- 
nesses, so  that  much  of  his  apparent  profit  could  properly  be  regarded 
as  wages. 

On  the  subject  of  rent,  Smith  remarked  that 

In  adjusting  the  terms  of  the  lease,  the  landlord  endeavours  to  leave 
him  [i.e.,  the  tenant]  no  greater  share  of  the  produce  than  what  is  suffi- 
cient to  keep  up  the  stock  from  which  he  furnishes  the  seed,  pays  the 
labour,  and  purchases  and  maintains  the  cattle  and  other  instruments  of 
husbandry,  together  with  the  ordinary  profits  of  farming  stock  in  the 
neighborhood  ....  Whatever  part  of  the  produce,  or,  what  is  the  same 
thing,  whatever  part  of  its  price,  is  over  and  above  this  share,  he  [i.e.,  the 
landlord]    naturally   endeavors   to   reserve   to   himself   as   the   rent  of  his 

17  Ibid.  18  Ibid.,  Bk.  1,  Chap.  10,  Pt.  1. 
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land,  which  is  evidently  the  highest  the  tenant  can  afford  to  pay  in  the 
actual  circumstances  of  the  land.19 

Smith  added: 

Rent,  it  is  to  be  observed,  therefore,  enters  into  the  composition  of  the 
price  of  commodities  in  a  different  way  from  wages  and  profit.  High  or 
low  wages  and  profit,  are  the  causes  of  high  or  low  price;  high  or  low 
rent  is  the  effect  of  it.20 

Perhaps  Smith's  views  on  rent,  as  given  here,  can  be  placed  between 
those  of  the  physiocrats  and  of  Ricardo.  Smith  may  not  have  gone  as 
far  as  the  physiocrats  in  supposing  that  all  land  commanded  rent,  but 
neither  did  he  make  clear  that  he  believed,  like  Ricardo,  that  at  the 
margin  of  cultivation  there  was  no  rent. 

Smith  rejected  the  view  nf  the  physiocrats  that  only  agriculture 
was  productive^  He  said:  "We  should  not  call  a  marriage  barren  or 
unproductive,  though  it  produced  only  a  son  and  a  daughter,  to 
replace  the  father  and  mother."  Nevertheless,  he  thought  that  agricul- 
ture was  more  productive  than  other  occupations:  "As  a  marriage 
which  affords  three  children  is  certainly  more  productive  than  one 
which  affords  only  two;  so  the  labour  of  farmers  and  country  labourers 
is  certainly  more  productive  than  that  of  merchants,  artificers  and 
manufacturers.  The  superior  produce  of  the  one  class,  however,  does 
not  render  the  other  barren  or  unproductive."21  The  third  "child"  of 
agriculture  was,  of  course,  the  rent  of  land.  One  might  have  supposed 
that  Smith,  as  a  city  dweller,  would  have  been  familiar  enough  with 
the  existence  of  site  values  based  on  residential,  commercial,  and 
manufacturing  uses  of  land  to  have  borne  in  mind  the  possibility  of  a 
third  "child"  appearing  in  nonagricultural  families. 

Smith  wrote  on  wages  after  the  long-run  subsistence  theory_of 
wageshad  been  established.  Thomas  Mun,  in  his  England's  Treasure 
by  Forraign  Trade,  had  spoken  of  the  price  of  labor  rising  in  propor- 
tion when  the  prices  of  food  and  clothes  were  increased  by  taxation. 
John  Locke,  in  Some  Considerations  of  the  Consequences  of  Lowering 
the  Interest  and  Raising  the  Value  of  Money,  had  said  that  the  laborer 
could  not  bear  taxes  because,  if  he  were  taxed,  "either  his  wages  must 
rise  with  the  price  of  things,  to  make  him  live;  or  else,  being  unable  to 
maintain  himself  and  family  by  his  labour,  he  comes  to  the  parish" 
[i.e.,  becomes  a  recipient  of  poor  relief].22  The  physiocrat  Turgot, 

'"Ibid.,  Bk.  1,  Chap.  11.  "Ibid.  "Ibid.,  Bk.  4,  Chap.  9. 

22  The  Works  of  John  Locke,  V,  57. 
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wrote  in  his  Reflections  on  the  Formation  and  Distribution  of  Wealth: 
"In  every  kind  of  work  it  cannot  fail  to  happen  .  .  .  that  the  wages  of 
the  workman  are  limited  to  what  is  necessary  to  procure  him  his 
subsistence."28 

Smith  gave  a  certain  acceptance  to  this  theory,  but  he  seemed  to 
confine  its  operation  to  the  lower  classes  of  society.  He  thought  of 
subsistence  as  setting  a  lower  limit  on  wages: 

A  man  must  always  live  by  his  work,  and  his  wages  must  at  least  be 
sufficient  to  maintain  him.  They  must  even  upon  most  occasions  be 
somewhat  more;  otherwise  it  would  be  impossible  for  him  to  bring  up  a 
family,  and  a  race  of  such  workmen  could  not  last  beyond  the  first  gener- 
ation.24 

The  following  reasons  were  given  by  Smith  for  his  assumption  that 
the  demand  for  labor  might  raise  wages  above  the  subsistence  level: 

(1)  Summer  wages  were  higher  than  winter  wages,  so  that  summer 
wages  at  least  must  be  above  the  level  necessary  for  subsistence. 

(2)  The  money  wage  was  more  stable  than  the  price  of  "provisions," 
so  the  wage  must  be  above  the  subsistence  level  when  provisions  were 
relatively  cheap.  (3)  Changes  in  the  price  of  labor  and  the  price  of 
provisions  did  not  coincide;  hence,  if  the  wage  sometimes  stood  at 
the  subsistence  level,  it  must  be  above  this  level  at  other  times. 

These  were  short-run  arguments  not  necessarily  pertinent  to  the 
subsistence  theory  of  wages  as  usually  held.  Those  who  accepted  the 
theory  seemed  to  believe  that,  over  the  long  run,  the  wage  stood  at 
the  subsistence  level,  but  often  they  did  not  exclude  short-run  diver- 
gences and,  in  some  instances,  they  explicitly  admitted  the  possibility 
of  such  divergences. 

Among  different  employments,  Smith  said  that  wages  varied  ac- 
cording to  the  "ease  or  hardship,  the  cleanliness  or  dirtiness,  the  hon- 
ourableness  or  dishonourableness  of  the  employment."  They  varied 
also  with  "the  easiness  and  cheapness,  or  the  difficulty  and  expence 
of  learning  the  business,"  with  "the  constancy  or  inconstancy  of  em- 
ployment," and  with  "the  great  or  small  trust"  which  had  to  be 
reposed  in  the  workmen.  Lastly,  they  varied  with  "the  probability  or 
improbability  of  success"  in  the  various  occupations.  In  the  last  con- 
nection, it  is  interesting  to  note  that  Smith  believed  that  most  people 
overestimated  their  chances  of  gain  in  risky  employments:  "The  con- 

23  Reflections  .  .  .  ,  p.  8. 

24  Wealth  of  Nations,  Bk.  1,  Chap.  8. 
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tempt  of  risk  and  the  presumptuous  hope  of  success,  are  in  no  period 
of  life  more  active  than  at  the  age  at  which  young  people  chuse  their 
professions."28 

It  is  interesting  to  note  that  both  Richard  Cantillon,  in  his  Essai 
sur  la  nature  du  commerce  en  generate,  and  Joseph  Harris  (1702- 
1764)  in  An  Essay  Upon  Money  and  Coins  (published  1757-1758), 
had  given  reasons  for  wage  differentials  among  various  occupa- 
tions similar  to  those  offered  by  Smith.  There  seems  to  be  little 
doubt  that  either  or  both  of  the  lists  given  by  these  writers  served  as  a 
basis  for  Smith's  own  list.  It  may  be  mentioned  that  Harris,  who 
started  his  working  life  as  a  blacksmith  and  rose  to  become  assay 
master  of  the  British  mint,  probably  had  opportunities  in  his  own 
employment  to  form  opinions  on  the  causes  of  wage  differences. 

Smith  thought  that  a  liberal  reward  for  labor  had  the  effect  of  in- 
creasing population  and  that  a  low  wage  would  cause  population  to  de- 
cline. "It  is  in  this  manner,"  he  wrote,  "that  the  demand  for  men,  like 
that  for  any  other  commodity,  necessarily  regulates  the  production  of 
men;  quickens  it  when  it  goes  on  too  slowly,  and  stops  it  when  it 
advances  too  fast."26  However,  the  effect  of  high  wages  did  not  stop 
here.  According  to  Smith,  high  wages  caused  the  workers  to  become 
more  productive:  "A  plentiful  subsistence  increases  the  bodily  strength 
of  the  labourer,  and  the  comfortable  hope  of  bettering  his  condition, 
and  of  ending  his  days  perhaps  in  ease  and  plenty,  animates  him  to 
exert  that  strength  to  the  utmost."27  Here  we  have  stated  what  often 
has  been  called  the  principle  of  "the  economy  of  high  wages,"  in  one 
of  its  aspects.  The  principle  in  its  modern  application  has  two  parts: 
( 1 )  as  stated  by  Smith,  the  assumption  that  with  high  wages  the  same 
workers  produce  more,  and  (2)  an  assumption  related  to  labor  mo- 
bility, that  high  wages  attract  the  more  productive  workers. 

PRODUCTIVE   AND   UNPRODUCTIVE   LABOR 

In  a  chapter  entitled  "Of  the  accumulation  of  capital, 
or  of  productive  and  unproductive  labour,"  Smith  dealt  with  the  rela- 
tion between  the  type  of  labor  performed  and  the  process  of  capital 
accumulation.  He  opened  the  chapter  as  follows: 

There  is  one  sort  of  labour  which  adds  to  the  value  of  the  subject  upon 
which  it  is  bestowed:    there  is   another  which  has  no   such   effect.   The 

25  Ibid.,  Bk.  1,  Chap.  10,  Pt.  1.  2e  Ibid.,  Bk.  1,  Chap.  8.  27  Ibid. 

112 


Adam  Smith  and  the  Rise  of  the  Classical  School 

former,  as  it  produces  a  value,  may  be  called  productive;  the  latter,  unpro- 
ductive labour.  Thus  the  labour  of  a  manufacturer  adds,  generally,  to  the 
value  of  the  materials  which  he  works  upon,  that  of  his  own  maintenance, 
and  of  his  master's  profit.  The  labour  of  a  menial  servant,  on  the  contrary, 
adds  to  the  value  of  nothing.28 

Superficially,  this  statement  appears  incorrect.  The  labor  of  a  menial 
servant  adds  to  the  value  of  a  night's  stay  in  a  hotel  room.  Even  the 
argument  with  which  Smith  supported  his  statement  about  menial 
servants  is  incorrect:  he  said  that  the  manufacturer's  wage  was  re- 
couped when  his  employer  sold  his  product,  forgetting  that  this  also 
would  be  true  of  a  hotel  owner  and  a  hotel  servant's  wage.  But  Smith 
next  produced  a  better  argument:  ".  .  .  the  labour  of  the  manufacturer 
fixes  and  realizes  itself  in  some  particular  subject  or  vendible  com- 
modity, which  lasts  for  some  time  at  least  after  the  labour  is  past." 
Here  is  Smith's  main  point:  "productive"  labor,  whose  product  lasted 
for  some  time,  added  to  the  capital  of  the  society;  "unproductive"  labor 
did  not.  It  is  for  this  reason  that  Smith  discussed  the  distinction  in  a 
chapter  which  dealt  primarily  with  the  accumulation  of  capital. 

Considering  the  subject  of  capital  accumulation,  Smith  said  that 
the  "whole  annual  produce  of  the  land  and  labour  of  every  country," 
which  was  ultimately  destined  "for  supplying  the  consumption  of  its 
inhabitants,"  was  immediately  divided  into  two  parts.  One  was  used 
to  replace  the  capital  which  the  business  enterprises  had  supplied  in 
the  form  of  equipment,  raw  materials,  and  subsistence  for  the  workers 
during  the  production  period.  The  other  became  profit  and  rent.  The 
employer's  capital,  as  Smith  visualized  it  here,  was  much  the  same  as 
the  "annual  advances"  of  the  physiocrats  ( but  including  a  depreciation 
allowance),  and  it  became  the  "wages  fund"  of  the  later  classical 
economists. 

According  to  Smith,  that  part  of  the  annual  produce  which  main- 
tained the  capital  was  used  only  to  employ  productive  labor;  this 
followed  from  his  definition  of  productive  labor.  The  employer's 
profit,  however,  could  be  used  to  employ  either  productive  or  un- 
productive labor.  This  was  true  also  of  that  part  of  the  produce  which 
became  rent.  Smith  thought  that  the  great  landlord,  the  rich  merchant, 
and  the  common  workman  ("if  his  wages  are  considerable")  were  all 
alike  in  that  each  of  them,  to  some  extent,  could  choose  between  sup- 
porting productive  and  unproductive  workers.  In  other  words,  they 

28Ifeid.,Bk.2,Chap.3. 
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could  choose  between  consuming  all  their  income  immediately  and 
saving  part  of  it.  Smith  believed  that,  in  practice,  most  of  the  unpro- 
ductive workers  were  supported  from  profit  and  rent. 

He  said  that  the  amount  of  productive  labor  was  not  only  greater 
in  total  amount,  but  also  greater  in  relation  to  unproductive  labor,  in 
rich  countries  than  in  poor  ones.  This,  in  a  sense,  was  why  the  former 
were  rich.  Smith's  choice  of  words  and  illustrations  in  this  connection 
suggests  that  he  was  taking  a  moral  stand.  He  appeared  to  imply  that 
labor  and  saving  were  good,  and  that  extravagant  living  was  bad.  He 
seemed  to  be  accepting  the  Calvinistic  ethic,  whose  relation  to  Scottish 
Presbyterianism  was  mentioned  in  Chapter  1. 

We  are  more  industrious  than  our  forefathers;  because  in  the  present 
times  the  funds  destined  for  the  maintenance  of  industry,  are  much  greater 
in  proportion  to  those  which  are  likely  to  be  employed  in  the  maintenance 
of  idleness,  than  they  were  two  or  three  centuries  ago.  Our  ancestors  were 
idle  for  want  of  a  sufficient  encouragement  to  industry  ....  In  mercantile 
and  manufacturing  towns,  where  the  inferior  ranks  of  people  are  chiefly 
maintained  by  the  employment  of  capital,  they  are  in  general  industrious, 
sober,  and  thriving;  as  in  many  English,  and  in  most  Dutch  towns.  In  those 
towns  which  are  principally  supported  by  the  constant  or  occasional  resi- 
dence of  a  court,  and  in  which  the  inferior  ranks  of  people  are  chiefly 
maintained  by  the  spending  of  revenue,  they  are  in  general  idle,  dissolute, 
and  poor,  as  at  Rome,  Versailles,  Compiegne,  and  Fontainbleu.29 

Smith  drew  other  parallels  to  illustrate  the  discouraging  effect  which 
a  large  proportion  of  unproductive  labor  had  on  a  community.  He 
said  that  trade  and  industry  had  increased  in  Edinburgh  after  the 
parliament  had  ceased  to  meet  there.  A  village  which  formerly  had 
been  industrious  became  poor  after  a  great  landlord  settled  in  its 
vicinity.  "Wherever  capital  predominates,"  he  generalized,  "industry 
prevails:  wherever  revenue,  idleness."  He  went  on  to  say: 

Every  increase  or  diminution  of  capital,  therefore,  naturally  tends  to 
increase  or  diminish  the  real  quantity  of  industry,  the  number  of  productive 
hands,  and  consequently  the  exchangeable  value  of  the  annual  produce  of 
the  land  and  labour  of  the  country,  the  real  wealth  and  revenue  of  its 
inhabitants. 

Capitals  are  increased  by  parsimony,  and  diminished  by  prodigality 
and  misconduct. 

Whatever  a  person  saves  from  his  revenue  he  adds  to  his  capital,  and 
either  employs  it  himself  in  maintaining  an  additional  number  of  productive 
hands,  or  enables  some  other  person  to  do  so,  by  lending  it  to  him  for 
an  interest,  that  is,  for  a  share  of  the  profits  .... 

29  Ibid. 
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Parsimony,  and  not  industry,  is  the  immediate  cause  of  the  increase  of 
capital.  Industry,  indeed,  provides  the  subject  which  parsimony  accumu- 
lates. But  whatever  industry  might  acquire,  if  parsimony  did  not  save  and 
store  up,  the  capital  would  never  be  greater.30 

Note  that  there  is  no  thought  here  that  savings  may  remain  unused,  a 
point  which  was  raised  by  Keynes  in  our  own  time  and  to  which 
Keynes  attached  great  importance  from  the  standpoint  of  maintaining 
business  prosperity. 

Profit,  Smith  recognized,  contained  an  element  of  payment  for 
risk.  "The  lowest  ordinary  rate  of  profit  must  always  be  something 
more  than  what  is  sufficient  to  compensate  the  occasional  losses  to 
which  every  employment  of  stock  is  exposed.  It  is  this  surplus  only 
which  is  neat  [i.e.,  net]  or  clear  profit."31  He  believed  that  risk  was 
underestimated  or  undervalued  for  profits  as  for  wages:  "The  ordinary 
rate  of  profit  always  rises  more  or  less  with  the  risk.  It  does  not,  how- 
ever, seem  to  rise  in  proportion  to  it,  or  so  as  to  compensate  it 
completely/'32 

Smith  saw  a  connection  between  the  market  rate  of  interest  and  the 
rate  of  profit:  "It  may  be  laid  down  as  a  maxim,  that  wherever  a 
great  deal  can  be  made  by  the  use  of  money,  a  great  deal  will  com- 
monly be  given  for  the  use  of  it."33  In  the  section  of  his  book  where 
this  statement  appears,  Smith  examined  the  course  of  profits  over  the 
years.  He  said  that  the  course  of  interest  would  give  some  idea  of  the 
course  of  profits.  Interest  had  fallen,  and  therefore  he  concluded  that 
profits  had  declined  also,  whereas  wages  had  risen.  The  increase  of 
stock  or  capital,  which  he  thought  had  augmented  wages,  had  caused 
profits  to  fall.  Smith  opposed  Locke's  view  that  it  was  the  increase  in 
the  money  supply  which  had  lowered  the  rate  of  interest  over  the 
years.  Smith  himself  thought  that  the  decline  in  interest  was  due  to 
an  increase  in  the  amount  of  capital.34 


MONEY   AND   INTERNATIONAL   TRADE 

Smith  examined  the  origin  and  use  of  money.  He 
argued  that  metal  money  had  come  to  be  used  because  metals  had 
demonstrated  their  greater  suitability  for  monetary  use  than  other 
commodities:  metals  were  more  durable,  for  instance.  Coins  had  been 
developed  to  avoid  the  trouble  and  expense  to  individuals  of  testing 

30  Ibid.  31  Ibid.,  Bk.  1,  Chap.  9.  32  Ibid.,  Bk.  1,  Chap.  10,  Pt.  1. 

33  Ibid.,  Bk.  1,  Chap.  9.  34  Ibid.,  Bk.  2,  Chap.  4. 
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the  goodness  or  fineness  of  the  metal.35  Smith,  however,  refused  to 
attach  as  much  importance  to  the  precious  metals  as  the  mercantilists 
had  done.  He  conceded:  "A  country  that  has  no  mines  of  its  own 
must  undoubtedly  draw  its  gold  and  silver  from  foreign  countries ;" 
but  he  said  that  it  could  do  this  "in  the  same  manner  as  one  that  has 
no  vineyards  of  its  own  must  draw  its  wines."36  Drawing  gold  and 
silver  from  abroad  was  no  more  difficult  than  drawing  wines.  If,  for 
any  reason,  gold  and  silver  should  come  to  be  in  insufficient  supply: 
"there  are  more  expedients  for  supplying  their  place,  than  that  of 
almost  every  other  commodity."  Barter  was  one  method  which  Smith 
mentioned,  but  he  recognized  that  barter  would  be  attended  by  "a 
good  deal  of  inconveniency."  Buying  and  selling  on  credit,  with  pay- 
ments once  a  month  or  once  a  year,  would  have  less  inconvenience. 
"A  well-regulated  paper  money"  would  supply  the  need,  "not  only 
without  any  inconveniency,  but,  in  some  cases,  with  some  advantages." 

In  this  connection,  Smith  looked  at  the  causes  of  business  depres- 
sions. He  reported  that  no  complaint  "is  more  common  than  that  of 
a  scarcity  of  money."  To  be  sure,  he  pointed  out,  money,  like  wine,  is 
always  scarce  with  those  who  have  "neither  wherewithal  to  buy  it, 
nor  credit  to  borrow  it."  Still,  the  complaint  was  not  limited  to  improvi- 
dent spendthrifts.  It  was  sometimes  general  through  a  whole  mercantile 
town  and  the  country  in  its  neighborhood.  "Over-trading  is  the  com- 
mon cause  of  it,"  Smith  said.  Merchants  had  projects  which  were 
disproportioned  to  their  capital  and,  before  these  projects  could  be 
brought  to  completion,  "their  stock  is  gone,  and  their  credit  with  it." 
Smith  went  on:  "When  the  profits  of  trade  happen  to  be  greater  than 
ordinary,  over-trading  becomes  a  general  error  among  both  great  and 
small  dealers,"  who  "buy  upon  credit  both  at  home  and  abroad,  an 
unusual  quantity  of  goods,"  and  then  find  it  impossible  to  pay.  "It 
is  not  any  scarcity  of  gold  and  silver,  but  the  difficulty  which  such 
people  find  in  borrowing,  and  which  their  creditors  find  in  getting 
payment,  that  occasions  the  general  complaint  of  the  scarcity  of 
money."37  This  is  as  close  as  Smith  comes  to  stating  what  now  might 
be  termed  a  theory  of  the  business  cycle.  The  remedy  which  he 
offered— by  implication— was  that  the  merchants  should  be  more 
prudent  and  use  better  judgment,  not  that  more  money  should  be 
provided  to  get  them  out  of  their  difficulties. 

Considering  the  view  that  had  been  taken  by  at  least  some  of  the 
mercantilists— that  money  was  wealth— Smith  declared:  "It  would  be 
too  ridiculous  to  go  about  seriously  to  prove,  that  wealth  does  not 
"Ibid.,  Bk.  1,  Chap.  4.  "Ibid.,  Bk.  4,  Chap.  1.  "Ibid. 
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consist  in  money,  or  in  gold  and  silver;  but  in  what  money  purchases, 
and  is  valuable  only  for  purchasing."  Money  was  part  of  the  national 
capital,  Smith  agreed,  but  he  gave  his  opinion  that  it  was  but  a  small 
part  of  such  capital  and  "always  the  most  unprofitable  part  of  it." 
Money  was  needed  but  pots  and  pans  also  were  needed,  he  pointed 
out.  Like  money,  pots  and  pans  "might  too  be  accumulated  for  ages 
together,  to  the  incredible  augmentation  of  the  pots  and  pans  of  the 
country."  This  "pots  and  pans  simile"  was  designed  to  demonstrate 
the  foolishness  of  a  nation  which  accumulated  more  money  than  was 
necessary  for  its  trade. 

Smith  rejected  the  mercantilist  argument  that  a  store  of  money  was 
required  to  finance  warfare.  He  pointed  out  that  fleets  and  armies 
were  maintained  by  consumable  goods  and  that  Britain  had  financed 
her  last  war  with  France  in  this  manner.  He  noted,  too,  that,  except 
for  the  king  of  Prussia,  no  European  monarch  followed  a  policy  of 
keeping  enough  treasure  on  hand  to  finance  a  war. 

Smith's  general  argument  against  mercantilist  regulation  of  interna- 
tional trade  turned  on  the  efficiency  of  allocation  of  resources: 

To  give  the  monopoly  of  the  home-market  to  the  produce  of  domestic 
industry,  in  any  particular  art  or  manufacture,  is  in  some  measure  to  direct 
private  people  in  what  manner  they  ought  to  employ  their  capitals,  and 
must,  in  almost  all  cases,  be  either  a  useless  or  a  hurtful  regulation.  If  the 
produce  of  domestic  can  be  brought  there  as  cheap  as  that  of  foreign 
industry,  the  regulation  is  evidently  useless.  If  it  cannot,  it  must  generally 
be  hurtful.  It  is  the  maxim  of  every  prudent  master  of  a  family,  never 
to  attempt  to  make  at  home  what  it  will  cost  him  more  to  make  than  to 
buy.  The  taylor  does  not  attempt  to  make  his  own  shoes,  but  buys  them 
of  the  shoemaker.  The  shoemaker  does  not  attempt  to  make  his  own 
clothes,  but  employs  a  taylor.  The  farmer  attempts  to  make  neither  the 
one  nor  the  other,  but  employs  those  different  artificers.  All  of  them  find 
it  for  their  interest  to  employ  their  whole  industry  in  a  way  in  which  they 
have  some  advantage  over  their  neighbours,  and  to  purchase  with  a  part 
of  its  produce,  or  what  is  the  same  thing,  with  the  price  of  a  part  of  it, 
whatever  they  have  occasion  for. 

What  is  prudent  in  the  conduct  of  every  private  family,  can  scarce  be 
folly  in  that  of  a  great  kingdom.  If  a  foreign  country  can  supply  us  with 
a  commodity  cheaper  than  we  ourselves  can  make  it,  better  buy  it  of  them 
with  some  part  of  the  produce  of  our  own  industry,  employed  in  a  way 
in  which  we  have  some  advantage.38 

Smith  said  that,  if  government  regulation  directed  the  industry  of 
a  nation  to  produce  a  commodity  which  could  be  bought  cheaper 
from  abroad  than  it  could  be  produced  at  home,  the  industry  was 

"Ibid.,  Bk.  4,  Chap.  2. 

117 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

"turned  away  from  a  more,  to  a  less  advantageous  employment,  and 
the  exchangeable  value  of  its  annual  produce,  instead  of  being  in- 
creased, according  to  the  intention  of  the  law-giver,  must  necessarily 
be  diminished  by  every  such  regulation."  The  better  to  make  his  point, 
he  took  an  extreme  example:  "By  means  of  glasses,  hotbeds,  and 
hotwalls,  very  good  grapes  can  be  raised  in  Scotland,  and  very  good 
wine  too  can  be  made  of  them  at  about  thirty  times  the  expence  for 
which  at  least  equally  good  can  be  brought  from  foreign  countries. 
Would  it  be  a  reasonable  law  to  prohibit  the  importation  of  all  foreign 
wines,  merely  to  encourage  the  making  of  claret  and  burgundy  in 
Scotland?"  He  gave  his  own  answer:  "if  there  would  be  a  manifest 
absurdity  in  turning  towards  any  employment,  thirty  times  more  of 
the  capital  and  industry  of  the  country,  than  would  be  necessary  to 
purchase  from  foreign  countries  an  equal  quantity  of  the  commodities 
wanted,  there  must  be  an  absurdity,  though  not  altogether  so  glaring, 
yet  exactly  of  the  same  kind,  in  turning  towards  any  such  employ- 
ment a  thirtieth,  or  even  a  three  hundredth  part  more  of  either."39 


THE    ECONOMIC    FUNCTIONS     OF    GOVERNMENT 


NATURAL   LIBERTY 

Smith's  views  on  the  proper  place  of  government  in 
economic  affairs  can  be  inferred  from  the  economic  principles  which  he 
delineated,  but  Smith  did  not  leave  them  to  be  implied— he  stated  them 
explicitly.  Book  4  of  the  Wealth  of  Nations  dealt  with  "systems  of 
political  oeconomy,"  and  most  of  this  book  was  taken  up  by  its 
author's  consideration  of  the  mercantile  system.  The  last  chapter  dealt 
with  "agricultural  systems,"  particularly  with  that  of  the  physiocrats. 
It  was  at  the  conclusion  of  this  chapter  that  Smith  stated  his  opinion 
of  economic  systems  generally: 

.  .  .  every  system  which  endeavors,  either,  by  extraordinary  encourage- 
ments, to  draw  towards  a  particular  species  of  industry  a  greater  share 
of  the  capital  of  the  society  than  what  would  naturally  go  to  it;  or,  by 
extraordinary  restraints,  to  force  from  a  particular  species  of  industry  some 
share  of  the  capital  which  would  otherwise  be  employed  in  it;  is  in  reality 
subversive  of  the  great  purpose  which  it  means  to  promote.  It  retards, 
instead  of  accelerating,  the  progress  of  the  society  towards  real  wealth  and 

89  Ibid. 
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greatness;  and  diminishes,  instead  of  increasing,  the  real  value  of  the  annual 
produce  of  its  land  and  labour.40 

Regulation  of  this  kind  should  be  abolished,  Smith  thought,  and 
then  freedom  of  enterprise  would  develop  and  provide  a  more  effi- 
ciently operating  economy: 

All  systems  either  of  preference  or  of  restraint,  therefore,  being  thus 
completely  taken  away,  the  obvious  and  simple  system  of  natural  liberty 
establishes  itself  of  its  own  accord.  Every  man,  as  long  as  he  does  not 
violate  the  laws  of  justice,  is  left  perfectly  free  to  pursue  his  own  interest 
his  own  way,  and  to  bring  both  his  industry  and  capital  into  competition 
with  those  of  any  other  man,  or  order  of  men.  The  sovereign  is  completely 
discharged  from  a  duty,  in  the  attempting  to  perform  which  he  must  always 
be  exposed  to  innumerable  delusions,  and  for  the  proper  performance  of 
which  no  human  wisdom  or  knowledge  could  ever  be  sufficient;  the  duty 
of  superintending  the  industry  of  private  people,  and  of  directing  it  towards 
the  employments  most  suitable  to  the  interest  of  the  society.41 

Here,  Smith  showed  his  faith  in  the  efficacy  of  the  "invisible  hand," 
to  which  reference  has  been  made  earlier  in  this  chapter.  He  used 
the  term  in  the  Wealth  of  Nations  in  the  chapter  of  Book  4  which 
dealt  with  restraints  on  imports.  Saying  that  the  individual  generally 
"neither  intends  to  promote  the  public  interest,  nor  knows  how  much 
he  is  promoting  it,"  he  went  on  to  comment  that  such  an  individual 

.  .  .  intends  only  his  own  gain,  and  he  is  in  this,  as  in  many  other  cases, 
led  by  an  invisible  hand  to  promote  an  end  which  was  no  part  of  his 
intention.  Nor  is  it  always  the  worse  for  the  society  that  it  was  no  part 
of  it.  By  pursuing  his  own  interest  he  frequently  promotes  that  of  the 
society  more  effectually  than  when  he  really  intends  to  promote  it. 

In  support  of  his  last  remark,  Smith  commented:  "I  have  never  known 
much  good  done  by  those  who  affected  to  trade  for  the  public  good. 
It  is  an  affectation,  indeed,  not  very  common  among  merchants,  and 
very  few  words  need  be  employed  in  dissuading  them  from  it."42 

Smith  did  not  propose  that  government  regulation  should  be 
abolished  immediately  and  completely.  He  said  that,  where  an  industry 
was  involved  which  employed  a  large  number  of  people,  the  change 
should  be  made  gradually: 

Humanity  may  .  .  .  require  that  the  freedom  of  trade  should  be  restored 
only  by  slow  gradations,  and  with  a  good  deal  of  reserve  and  circum- 
spection. Were  those  high  duties  and  prohibitions  taken  away  all  at  once, 
cheaper  foreign  goods  of  the  same  kind  might  be  poured  so  fast  into  the 
home  market,  as  to  deprive  all  at  once  many  thousands  of  our  people  of 
their  ordinary  employment  and  means  of  subsistence.43 

40  Ibid.,  Bk.  4,  Chap.  9.  "  Ibid.  a  Ibid.,  Bk.  4,  Chap.  2.  43  Ibid. 
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Smith  felt  that  the  importance  of  this  factor  "would  in  all  probability, 
however,  be  much  less  than  is  commonly  imagined."  Foreign  competi- 
tion might  not  destroy  the  home  industry,  and  even  if  it  did  so,  it 
did  not  follow  that  those  who  were  thrown  out  of  work  would  fail 
to  secure  other  employment. 

The  validity  of  Smith's  argument  here  turns  on  its  long-run  nature. 
Given  sufficient  time  to  permit  necessary  retraining,  or  perhaps  the 
replacement  of  the  existing  generation  of  workers  by  a  new  generation 
whose  members  can  be  trained  differently,  there  is  no  doubt  that  con- 
siderable interoccupational  mobility  of  labor  exists,  and  that  the 
employment  which  promises  to  be  most  advantageous  can  often  be 
selected.  The  same  is  true  of  capital  investment.  In  shorter  periods, 
the  question  becomes  one  of  deciding  which  is  the  more  advantageous 
employment,  given  the  existing  specialization  of  skills  and  equipment. 
If  present  employments  are  continued  because  of  specialization  that 
now  exists,  care  should  be  taken  that  new  workers  are  not  trained  or 
new  equipment  provided  whose  purpose  is  to  continue  an  employment 
which  in  the  long  run  is  a  disadvantageous  one.  Smith  sensed  this 
point,  but  he  did  not  consider  it  in  any  detail.  In  fact,  he  seemed 
skeptical  about  free  trade  ever  being  established:  "To  expect,  indeed, 
that  the  freedom  of  trade  should  ever  be  entirely  restored  in  Great 
Britain,  is  as  absurd  as  to  expect  that  an  Oceana  or  Utopia  should 
ever  be  established  in  it.  Not  only  the  prejudices  of  the  public,  but 
what  is  much  more  unconquerable,  the  private  interests  of  many  indi- 
viduals, irresistibly  oppose  it."44  If  this  is  what  Smith  believed,  history 
records  that,  at  least  in  the  short  run,  his  book  proved  more  convincing 
to  legislators  than  he  anticipated. 

GOVERNMENT  FUNCTIONS  IN  A  FREE  ENTERPRISE  SYSTEM 

Smith  did  not  propose  to  abolish  the  economic  activi- 
ties of  government  altogether.  He  formally  assigned  government  three 
functions:  (1)  defense  from  attack  by  other  nations,  (2)  the  main- 
tenance of  justice  and  order,  and  ( 3 )  "the  duty  of  erecting  and  main- 
taining certain  public  works  and  certain  public  institutions,  which  it 
can  never  be  for  the  interest  of  any  individual,  or  small  number  of 
individuals,  to  erect  and  maintain;  because  the  profit  could  never 
repay  the  expence  to  any  individual  or  small  number  of  individuals, 
though  it  may  frequently  do  much  more  than  repay  it  to  a  great 
44  Ibid. 
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society."45  Regarding  the  last  category,  Smith  said  that  the  post  office 
was  "perhaps  the  only  mercantile  project  which  has  been  successfully 
managed  by,  I  believe,  every  sort  of  government/'46  But  in  general: 
"No  two  characters  seem  more  inconsistent  that  those  of  trader  and 
sovereign."  To  Smith  the  East  India  Company's  operations  exempli- 
fied this  principle. 

Smith  was  impressed  by  some  of  the  drawbacks  of  labor  specializa- 
tion: "The  man  whose  whole  life  is  spent  in  performing  a  few  simple 
operations  .  .  .  has  no  occasion  to  exert  his  understanding  ....  He 
naturally  loses,  therefore,  the  habit  of  such  exertion,  and  generally 
becomes  as  stupid  and  ignorant  as  it  is  possible  for  a  human  creature 
to  become."  Such  a  man  was  incapable  of  judging  the  interests  of  his 
country  or  of  defending  it  in  war,  or  of  performing  other  work  than 
that  for  which  he  was  trained.  Because  Smith  believed  this,  he  para- 
doxically gave  support  to  one  other  form  of  government  action.  He 
said  that  "in  every  improved  and  civilized  society  this  is  the  state  into 
which  the  labouring  poor,  that  is,  the  great  body  of  the  people,  must 
necessarily  fall,  unless  government  takes  some  pains  to  prevent  it."47 
As  a  remedy,  he  advocated  government  provision  of  education  for 
"the  common  people."  What  he  proposed  was  the  establishment  of 
district  schools,  partly  but  not  wholly  supported  by  the  government. 
The  teachers  should  receive  a  portion  of  their  payment  from  fees 
paid  by  the  pupils  (so  little  that  "even  a  common  labourer"  could 
afford  the  fees).  Otherwise,  he  thought  that  the  teachers  "would  soon 
learn  to  neglect"  their  duties. 

Although  he  thought  little  of  government  action  in  other  fields, 
Smith  looked  with  favor  on  what  it  might  do  for  education.  He  was 
not  content  with  establishing  schools: 

The  public  can  encourage  the  acquisition  of  those  most  essential  parts 
of  education  by  giving  small  premiums,  and  little  badges  of  distinction,  to 
the  children  of  the  common  people  who  excel  in  them. 

The  public  can  impose  upon  almost  the  whole  body  of  the  people  the 
necessity  of  acquiring  those  most  essential  parts  of  education,  by  obliging 
every  man  to  undergo  an  examination  or  probation  in  them  before  he  can 
obtain  the  freedom  in  any  corporation,  or  be  allowed  to  set  up  any  trade 
either  in  a  village  or  town  corporate. 

He  explained  that  it  was  in  such  a  manner  that  the  ancient  Greeks 
maintained  their  physique  and  martial  spirit,  and  argued  that  the 
benefit  of  better  education  would  be  obtained  in  developing  a  more 

45  Ibid.,  Bk.  4,  Chap.  9.  46  Ibid.,  Bk.  5,  Chap.  2,  Pt.  1. 

47  Ibid.,  Bk.  5,  Chap.  1,  Pt.  3,  Art.  2. 
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enlightened  citizenry.  The  Greek  teachers,  he  added,  were  paid  by 
their  scholars.48 

Smith  also  supported— or  at  least  tolerated— laws  fixing  maximum 
rates  of  interest.  For  Britain  in  his  time,  he  thought  that  "the  present 
legal  rate,  five  per  cent,  is  perhaps,  as  proper  as  any."49 


TAXATION 

On  the  subject  of  taxes,  Smith  laid  down  several 
rules.  The  first  was  that  of  equality:  "The  subjects  of  every  state  ought 
to  contribute  towards  the  support  of  the  government,  as  nearly  as 
possible,  in  proportion  to  their  respective  abilities;  that  is,  in  proportion 
to  the  revenue  which  they  respectively  enjoy  under  the  protection  of 
the  state.  ...  In  the  observation  or  neglect  of  this  maxim  consists, 
what  is  called  the  equality  or  inequality  of  taxation."50  Elsewhere,  in 
discussing  a  tax  on  house  rents,  Smith  gave  support  to  progressive 
taxation,  that  is,  to  taxes  which  rise  more  than  proportionally  to  the 
taxpayers'  incomes:  "It  is  not  very  unreasonable  that  the  rich  should 
contribute  to  the  public  expence,  not  only  in  proportion  to  their 
revenue,  but  something  more  than  in  that  proportion."5'  It  may  be 
added  that,  before  Smith  wrote  his  Wealth  of  Nations,  Montesquieu's 
Spirit  of  the  Laws  had  described  a  progressive  tax  system  as  having 
existed  in  ancient  Greece.  With  respect  to  this  ancient  system,  Mon- 
tesquieu commented: 

The  tax  was  fair,  though  it  was  not  proportionable:  it  did  not  follow 
the  measure  of  people's  property,  it  followed  that  of  their  wants.  It  was 
judged  that  every  man  had  an  equal  share  of  what  was  necessary  for  nature; 
that  whatsoever  was  necessary  for  nature,  ought  not  to  be  taxed;  that  to  this 
succeeded  the  useful,  which  ought  to  be  taxed,  but  less  than  the  super- 
fluous; and  that  the  largeness  of  the  taxes  on  what  was  superfluous,  pre- 
vented superfluity.52 

Smith  certainly  had  read  Montesquieu.  There  are  several  references 
to  his  work  in  the  Wealth  of  Nations. 

In  addition  to  his  maxim  of  equality,  Smith  maintained  that  taxes 
ought  to  be  certain  or  definite,  not  arbitrary;  that  their  payment  should 
be  at  the  time  and  in  the  manner  most  convenient  to  the  taxpayers, 
and,  lastly,  that  taxes  should  be  collected  with  economy.  They  should 
be  "so  contrived  as  both  to  take  out  and  to  keep  out  of  the  pockets 
of  the  people  as  little  as  possible,"  over  and  above  what  they  brought 

48  Ibid.  49  Ibid.,  Bk.  2,  Chap.  4.  B0  Ibid.,  Bk.  5,  Chap.  2,  Pt.  2. 

61  Ibid.,  Pt.  2,  Art.  1. 

52  The  Spirit  of  the  Laws,  I,  309-310. 
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into  the  government  treasury.  In  wishing  tax  collection  to  be  economi- 
cal, Smith  referred  not  only  to  costs  falling  on  the  government,  but  also 
to  the  annoyance  caused  to  the  taxpayers  by  "the  frequent  visits  and 
the  odious  examination  of  the  tax-gatherers."  The  rules  laid  down  by 
the  German  cameralist,  Justi,  mentioned  in  Chapter  2,  will  be  remem- 
bered in  connection  with  Smith's  maxims  of  taxation.  Smith's  list 
parallels  very  closely  that  of  Justi. 


REVIEW    OF    SMITH  S    WORK    ON    ECONOMICS 
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Reviewing  the  contributions  made  to  economics  by 
Smith's  Wealth  of  Nations,  we  can  say  that  the  book  had  a  tremendous 
influence  on  both_economic  thought  and  economic  policy.  Smith  started 
a  school  of  economics  which  still  represents  a  major  ingredient  in  eco- 
nomic thought.  More  than  any  other  writer,  he  stands,  in  the  minds  of_ 
economists  and  others,  for  the  idea  that  economic  activity  can  proceed 
successfully  withont  thn  intervpntirm  of  governments.  The  Wealth  of  I 
Nations  was  a  timely  book,  so  far  as  Smith's  native  Britain  was  con- 
cerned. The  industrial  revolution  was  getting  under  way  and  British 
industry  was  soon  to  forge  ahead.  In  the  half-century  after  the  Wealth 
of  Nations  was  published,  it  was  frequently  quoted  by  statesmen 
arguing  agajns^goj^ernment ^controls,  by  businessmen  supporting  the 
consignment  of  prices  and  wages  to  the  free  play  of  market  forces, 
and  by  economists  using  it  as  a  basis  for  the  elaboration  of  further 
theories.  , 

Practically  speaking,  Britain  took  Smith's  advice  on  economic  policy.   1/ 
One  by  one,  Parliament  swept  away  the  main  pieces  of  mercantilist 
legislation.  The  Statute  of  Apprentices  was  repealed  after  an  attempt 
by  sympathizers  with  certain  groups  of  workers  to  get  it  enforced. 
A  vigorous  campaign  was  needed  to  secure  abolition  of  the  corn  laws,^/^ 
because  they  had  become  protective  and  the  agricultural  interests 
favored  their  continuance.  However,  the  navigation  laws  disappeared 
from  the  statute  books  without  much  dispute.  To  many,  it  appeared 
that  the  contemporary  commercial  success  of  Great  Britain  was  largely 
due  to  the  adoption  of  a  policy  of  noninterference  by  government  in  l^ 
economic  affairs.  Even  the  protectionist  Friedrich  List,  whose  ideas 
are  examined  in  Chapter  9,  was  willing  to  concede  that  a  free  trade 
policy  was  conducive  to  the  economic  progress  of  a  nation  situated 
as  Britain  was  at  this  time. 
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No  doubt  there  was  some  truth  in  this  view.  The  Elizabethan 
Statute  of  Apprentices  contained  detailed  provisions  regarding  the 
training  of  the  workers,  the  duty  to  accept  work,  the  period  of  em- 
ployment, and  similar  matters.  Probably  these  had  their  place  in  the 
orderly  and  slow-moving  industry  of  sixteenth-century  England,  but 
their  enforcement  would  have  held  back  the  development  of  factory 
manufacture  in  the  nineteenth  century.  These  provisions  of  the  statute 
had  ceased  to  be  enforced,  partly,  at  least,  because  those  who  were 
responsible  for  enforcement  judged  it  to  be  unsuited  to  the  prevailing 
conditions.  Freedom  from  such  restrictions  was  conducive  to  the 
expansion  of  new  industry. 

Although  statesmen  accepted  the  view  that  mercantilism  in  some 
of  its  aspects  had  become  obsolete  in  Britain,  government  control 
emerged  in  a  new  area,  that  of  factory  employment,  even  before  the 
main  mercantilist  laws  had  been  repealed.  Starting  with  the  "Health 
and  Morals  of  Apprentices  Act"  of  1802,  hours  and  conditions  of 
factory  labor  were  regulated  by  the  British  government,  first  for 
children,  next  for  women,  and  finally  for  men.  Early  factories  employed 
very  young  children  on  the  machines  without  proper  provision  being 
made  for  education  or  for  the  maintenance  of  health  and  morals. 
Many  were  children  who  had  been  supported  from  poor  relief  funds 
and  were  "apprenticed"  to  the  factory  owners.  It  was  to  protect  these 
children  that  the  law  of  1802  was  passed.  The  argument  that  men 
could  look  after  their  own  interests  delayed  application  of  the  regu- 
latory principle  to  men,  and  some  advocates  of  women's  rights  took 
their  place  beside  extreme  supporters  of  the  doctrine  of  laissez  faire 
in  opposing  the  extension  of  the  factory  laws  to  women.  The  early 
laws  were  not  very  effective  because  an  adequate  inspection  service 
was  not  provided  at  first.  Subsequently,  this  defect  was  remedied.  In 
the  closing  years  of  the  nineteenth  century,  government  regulation 
spread  apace  in  other  areas  of  the  economy,  largely  undoing  the  work 
of  Adam  Smith  in  the  realm  of  policy. 


A    CONTEMPORARY    CRITICISM     OF     SMITH: 
LAUDERDALE     ON     PUBLIC    WEALTH 

Before  leaving  Adam  Smith's  economics  to  examine 
subsequent  developments  of  the  system  that  Smith  had  established, 
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it  is  in  order  to  take  notice  of  a  criticism  which,  appearing  at  the  height 
of  Smith's  success,  anticipated  some  objections  that  have  been  raised 
since  then  to  his  theories.  James  Maitland,  eighth  Earl  of  Lauderdale 
(1759-1839),  was  a  Scottish  peer  who  served  in  the  House  of  Com- 
mons before  succeeding  to  his  earldom.  He  had  become  interested  in 
economics  and  he  sharply  opposed  some  of  Smith's  ideas.  The  title  of 
Lauderdale's  book,  An  Inquiry  into  the  Nature  and  Origin  of  Public 
Wealth,  and  into  the  Means  and  Causes  of  its  Increase  ( 1804,  with  a 
second  edition  in  1819),  gave  a  hint  of  the  criticism  which  it  offered. 


MARKET   VALUES    NOT   PUBLIC   WEALTH 

In  the  first  place,  Lauderdale  rejected  Smith's  as- 
sumption that  market  values  were  identical  with  wealth  as  regarded 
from  the  viewpoint  of  society  as  a  whole.  The  latter  was  what  Lauder- 
dale called  "public  wealth."  He  found  it  "impossible  to  subscribe  to 
the  idea,  that  the  sum-total  of  individual  riches  forms  an  accurate 
statement  of  public  wealth."  He  pointed  out  that,  to  be  counted  as 
wealth  in  Smith's  definition,  it  was  not  enough  that  a  commodity  be 
useful— it  must  also  be  scarce.  To  illustrate  the  weakness  of  making 
public  wealth  depend  on  scarcity,  Lauderdale  took  the  case  of  a 
country  which  was  originally  well  supplied  with  water.  Using  Smith's 
definition  of  wealth,  such  a  country  could  be  made  wealthier  by 
making  water  scarce.  Lauderdale  inquired,  ".  .  .  what  opinion  would 
be  entertained  of  the  understanding  of  a  man,  who,  as  the  means  of 
increasing  the  wealth  of  such  a  country,  should  propose  to  create  a 
scarcity  of  water,  the  abundance  of  which  was  deservedly  considered 
as  one  of  the  greatest  blessings  incident  to  the  community?"  He  pro- 
ceeded to  say  that  one  might  equally  well  suppose  that,  if  food  were 
made  as  plentiful  as  water,  the  national  wealth  would  be  diminished- 
according  to  Smith's  definition  of  it— just  as  it  would  be  increased  if 
water  were  made  scarce.53 

The  point  raised  here  by  Lauderdale  has  been  raised  many  times 
since.  It  is  inherent  in  criticisms  of  the  system  of  economic  valuation 
which  calls  for  the  destruction  of  young  pigs  or  potatoes  at  a  time 
when  many  people  have  insufficient  food,  for  the  plowing  under  of 
crops  on  which  labor  has  been  expended  in  cultivation,  for  the  burning 
of  coffee,  and  for  similar  expedients  designed  to  enhance  the  market 
value  of  the  remaining  supplies  of  these  commodities.  The  criticism 
53  Public  Wealth,  2nd  ed.5  pp.  41-44. 
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levied  by  Lauderdale  is  a  valid  one;  in  our  own  day  this  is  recognized 
to  the  extent  that,  instead  of  being  destroyed,  surplus  goods  are  sold 
cheaply  to  people  unable  to  purchase  them  at  the  regular  prices  or 
given  away  free  of  charge  to  those  who  cannot  pay  any  price  at  all. 


THE   PRODUCTIVITY   OF   CAPITAL 

Another  point  on  which  Lauderdale  took  issue  with 
Smith  was  the  productivity  of  capital.  Adam  Smith  had  praised 
saving,  apparently  assuming  that  it  necessarily  was  beneficial  to  the 
society.  Lauderdale  raised  doubts  on  this  assumption.  He  examined 
the  various  ways  in  which  capital  might  be  employed  productively. 
These  were  (1)  building  and  obtaining  machinery,  (2)  procuring 
and  transporting  raw  materials  for  manufacture,  (3)  foreign  trade, 
(4)  agriculture,  and  (5)  monetary  circulation.  In  all  these  instances, 
Lauderdale  said  that  capital  was  productive  either  because  it  replaced 
labor  or  because  it  achieved  a  result  which  was  beyond  the  power 
of  labor  to  accomplish. 

Lauderdale  declared  that  capital  in  the  uses  which  he  listed  was 
not  always  productive.  He  gave  an  illustration  of  a  situation  where  it 
was  not.  He  said  that  a  stocking-making  machine,  "though  it  executed 
the  stockings  in  the  greatest  perfection,  would  be  set  aside  as  useless, 
merely  because  incapable  of  supplanting  any  portion  of  labour."54 
What  he  seems  to  have  meant  here  is  that  the  machine  would  be 
discarded  if  machine-plus-labor  produced  no  more  than  did  labor 
alone— that  is,  in  modern  terminology,  if  the  marginal  product  of 
such  a  machine  were  to  fall  to  zero. 

Lauderdale  questioned  whether  too  much  capital  might  not  be 
provided  for  the  consumer  to  absorb  the  products.  Here,  as  is  ex- 
plained in  Chapter  8,  he  suggested  a  theory  of  business  depression 
which  was  made  much  of  by  other  writers.  He  also  said  that,  if  so 
much  capital  were  to  be  created  that  its  product  ceased  to  be  an 
object  of  human  desire,  it  would  be  no  longer  scarce  and  therefore 
it  would  be  "neither  a  portion  of  individual  riches  [i.e.,  of  wealth  in 
Smith's  definition]  nor  of  wealth  [in  Lauderdale's  own]."  He  gave 
examples:  "The  finest  palaces  in  the  world  stand  empty  at  Delhi, 
unoccupied  and  undesired;  and  the  spacious  warehouses  at  Antwerp 
serve  only  as  monuments  of  her  departed  commerce."55  He  complained: 
54  Ibid.,  p.  159.  55  Ibid.,  pp.  215-216. 
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It  is  wonderful  how  the  author  of  the  Wealth  of  Nations,  who  success- 
fully ridicules  the  indefinite  accumulation  of  circulating  capital,  by  com- 
paring it  to  the  amassing  of  an  unlimited  number  of  pots  and  pans,  did 
not  perceive  that  the  same  ridicule  is  applicable  to  the  unlimited  increase 
of  every  branch  of  that  description  of  the  property  of  a  country  which 
constitutes  its  capital.56 

Lauderdale's  main  point  can  be  conceded:  so  much  capital  may  be 
accumulated  that  some  of  it  is  unproductive.  But  he  does  not  seem 
to  have  seen  what  really  was  involved  in  his  examples:  equipment 
that  lasted  longer  than  its  uses.  Often,  when  a  capital  good  is  con- 
structed to  satisfy  an  anticipated  want,  the  want  fails  to  materialize, 
gets  filled  otherwise,  or  disappears  before  the  capital  good  becomes 
worn  out.  From  medieval  castles  in  western  Europe,  to  villas  built 
about  1900  at  Newport,  Rhode  Island,  and  to  abandoned  mine  work- 
ings and  equipment  in  the  western  states,  the  world  presents  innumer- 
able examples  of  such  a  phenomenon.  Yet  the  costs  of  building  these 
things  may  have  been  recouped  in  benefits  received  before  they  ceased 
to  be  used,  and,  in  any  event,  a  backward  country  such  as  India  is 
not  deterred  by  their  existence  from  constructing  new  equipment  on 
a  large  scale  in  the  hope  that  thereby  its  national  output  and  income 
will  be  raised. 

In  Lauderdale's  treatment  of  capital,  two  aspects  appear.  (1)  In 
times  of  boom,  capital  goods  may  be  constructed  in  excess  of  the 
subsequent  demand  for  their  products.  This  is  only  suggested  in 
Lauderdale's  writings  but  it  was  an  important  feature  of  later  business 
cycle  theory.  (2)  Either  (a)  saving  and  investment  may  be  so  great 
as  to  destroy  the  scarcity  of  at  least  some  kinds  of  capital,  driving 
its  marginal  productivity  to  zero— a  point  to  which  Keynes  referred 
in  his  General  Theory  of  Employment  Interest  and  Money  in  our  own 
century— or  (b)  the  marginal  productivity  of  some  capital  goods  may 
fall  to  zero  because  of  a  demand  shift  or  a  failure  of  an  expected 
demand  to  materialize.  Although  he  overlooked  the  fact  that  the 
original  cost  of  a  long-lasting  good  may  be  compensated  by  benefits 
received  before  the  demand  for  it  disappears,  Lauderdale's  criticism 
of  Smith  otherwise  seems  valid. 

56  Ibid.,  pp.  225-226. 


127 


CHAPTER   6 


CLASSICAL  ECONOMICS 

AFTER  SMITH: 

(1)  POPULATION 

AND  THE 

LAWS  OF  RETURNS 


Among  the  more  outstanding  men  who  followed  Adam 
Smith  and  were  responsible  for  developing  the  body  of  economics 
which  he  established  were  Thomas  Robert  Malthus  (1766-1834)  and 
David  Ricardo  (1772-1823).  Malthus  is  known  especially  as  a  student 
of  population  and  Ricardo  as  the  formulator  of  the  main  theoretical 
tenets  of  the  classical  school,  as  well  as  for  his  work  on  currency 
inflation.  In  pamphlets  and  books,  these  two  writers,  with  some  con- 
temporaries of  lesser  fame,  restated  and  elaborated— and  in  some 
respects  changed— the  economic  theories  which  Smith  had  bequeathed 
to  them. 

The  two  men  had  very  different  backgrounds.  Malthus  was  the 
son  of  an  English  country  gentleman,  who  was  a  friend  of  Rousseau. 
The  younger  Malthus  attended  Oxford  University  and  entered  the 
church.  Later,  he  became  a  professor  at  the  college  which  the  East 
India  Company  maintained  to  train  young  men  for  its  staff.  Ricardo's 
father  had  been  brought  to  England  from  Holland  when  he  was  young 
and  he  accumulated  a  considerable  sum  of  wealth  as  a  stockbroker. 
The  son  entered  the  father's  business  but,  breaking  away  from  his 
father's  religion  on  his  marriage,  he  also  broke  away  from  his  busi- 
ness. Setting  up  on  his  own  account,  he  quickly  amassed  a  fortune. 
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He  bought  an  estate,  for  a  while  sat  in  Parliament,  and  spent  much 
of  his  time  studying  and  writing  on  economics.  The  economic  views 
of  Malthus  and  of  Ricardo  reflect  these  different  backgrounds.  Malthus 
always  retained  much  of  the  viewpoint  of  the  country  gentry,  Ricardo 
to  a  considerable  degree  that  of  the  business  world. 


THE    MALTHUSIAN    THEORY    OF    POPULATION 


PREDECESSORS   OF   MALTHUS 

Malthus  believed  that  there  was  a  tendency  for  popu- 
lation  to  increase,  subject  to  rprtpfn  ^Vi^lc  nf  wVnVli  t-Vm  m^i-  pntpnt 
was  the_need  for  subsistence. 

Such  a  theory  was  by  no  means  new  in  his  time.  Niccolo  Machia- 
velli,  in  his  Discorsi  .  .  .  sopra  la  prima  deca  di  Tito  Livio  ( "Discourse 
...  on  the  First  Ten  Rooks  of  Titus  Livy" ) ,  a  commentary  on  Livy's 
history  which  was  completed  about  1519,  made  it  evident  that  he 
recognized  the  existence  of  what  Malthus  subsequently  termed  "posi- 
tive checks"  on  population  growth,  namely,  famine  and  disease.  Francis 
Racon,  in  an  essay  Of  Vicissitude  of  Things  (1625),  spoke  of  people 
not  marrying  or  having  children  "except  they  know  means  to  live." 
Cantillon,  Montesquieu,  and  Steuart  all  had  something  to  say  on  this 
subject,  as  we  have  seen  in  Chapter  3  of  this  book. 

Regarding  the  relation  of  wages  to  population,  Adam  Smith  wrote: 

If  the  reward  [of  labor]  should  at  any  time  be  less  than  what  was  req- 
uisite for  this  purpose  [i.e.,  to  maintain  the  workers  and  their  families],  the 
deficiency  of  hands  would  soon  raise  it;  and  if  it  should  at  any  time  be  more, 
their  excessive  multiplication  would  soon  lower  it  to  this  necessary  rate.1 

Smith  went  on  to  make  the  statement,  quoted  in  Chapter  5,  that  it 
was  in  this  manner  that  the  demand  for  men  regulated  the  production 
of  men.  Smith  thought  that  poverty  was  favorable  to  the  birth  of 
children.  "A  half-starved  Highland  woman,  frequently  bears  more 
than  twenty  children,  while  a  pampered  fine  lady  is  often  incapable 
of  bearing  any,  and  is  generally  exhausted  by  two  or  three,"  he  said. 
However,  according  to  Smith,  poverty  was  unfavorable  to  rearing 
children,  so  that  only  a  small  proportion  of  the  children  of  poor  parents 
lived  to  maturity.  Smith  did  not  believe  that  the  propensity  of  work- 

1  Wealth  of  Nations,  Bk.  1,  Chap.  8. 
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ing-class  people  to  bear  children  kept  their  living  standard  at  a  sub- 
sistence level  in  any  rigid  manner,  as  Malthus  seemed  to  argue  later. 
On  the  contrary,  Smith  gave  reasons  (which  have  been  stated  in 
Chapter  5 )  for  supposing  that  wages  could  rise  above  the  subsistence 
level;  he  also  suggested  that  the  "common  workman"  could,  "if  his 
wages  are  considerable,"  support  "productive"  workers  ( or  save )  if  he 
so  desired.2 

Some  of  the  implications  of  MalthW  Jtheory  were  well  developed 
before  he  wrote  his  Essay  on  Population.  Benjamin  Franklin  ( 1706- 
1790),  in  his  Observations  Concerning  the  Increase  of  Mankind, 
Peopling  of  Countries,  &c.  (1755),3  said  that  births  were  regulated 
by  the  means  of  subsistence,  operating  through  what  Malthus  sub- 
sequently called  "moral  restraint."  Franklin  noted  that,  if  there  were 
not  enough  subsistence  to  support  a  family,  people  deferred  marriage 
or  abstained  from  it  altogether.  Where  subsistence  was  plentiful,  more 
people  married  and  they  married  earlier.  Assuming  that  the  latter 
situation  existed  in  the  North  American  colonies,  Franklin  calculated 
that  the  population  of  the  colonies  must  at  least  have  doubled  every 
twenty  years  in  his  time.  He  then  developed  the  important  point  that 
emigration  and  immigration  in  general  had  no  effect  on  the  size  of  a 
country's  population.  Unless  immigrants  were  more  industrious  than 
the  local  people  so  that  they  provided  more  subsistence,  they  merely 
replaced  the  home-born.  When  emigration  occurred,  the  vacancies 
left  by  the  emigrants  were  soon  filled  by  more  of  the  home-born.  It 
is  interesting  to  notice  that,  with  this  idea  in  mind,  Franklin  deplored 
the  immigration  of  Germans  into  Pennsylvania.  He  said  that  the  immi 
grants  would  "Germanize"  the  local  people  instead  of  the  latter 
"Anglifying"  them,  and  that  they  would  never  adopt  the  Americans' 
language  or  customs  any  more  than  they  could  acquire  the  Americans' 
complexion.  A  present-day  visitor  to  some  Pennsylvania  districts  might 
still  notice  the  existence  of  the  problem  which  bothered  Franklin  two 
centuries  ago. 

THE    MALTHUSIAN   THESIS 

Malthus'  own  study  of  population  appeared  in  re- 
sponse to  a  view  which  hacTbeen  expressed  by  William  Godwin  (1756- 

2  Ibid.,  Bk.  2,  Chap.  3. 

3  Reprinted  as  Extra  No.  63  in  Magazine  of  History  with  Notes  and  Queries,  XVI 
(New  York,  1918). 
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1836).  Godwin  was  a  minister  of  the  church  who  turned  to  writing, 
book  selling,  and  publishing;  in  his  later  years  he  held  a  minor  govern- 
ment position.  In  1793,  he  published  An  Inquiry  Concerning  Political 
Justice  and  Its  Influence  on  General  Virtue  and  Happiness,  which  was 
republished  in  1796  ( with  some  alterations )  as  An  Inquiry  Concerning 
Political  Justice,  and  Its  Influence  on  Morals  and  Happiness.  Dis- 
cussing population  prospects  in  this  book,  Godwin  said  that  three- 
fourths  of  the  habitable  world  was  still  uncultivated,  and  that  "myriads 
of  centuries"  may  pass  away  and  the  earth  be  still  found  sufficient 
for  the  subsistence  of  its  inhabitants.  Godwin  also  raised  another 
question.  "Who,"  he  asked,  "can  say  how  long  the  earth  itself  will 
survive  the  casualities  of  the  planetary  system?"4  The  main  purpose 

of    hisbook    was    SOCial    reform;    the    impression    that    Vm    wished    to 

convey  was  that,  in  considering  social  reform,  there  was  no  need  to 
worry  abmit  population  iacceases. 

Malthus  objected  to  Godwin's  optimistic  attitude  and  controverted 
his  views  in  An  Essay  on  the  Principle  of  Popplntinn,  ns  It  Affects 
tKeTuture  Improvement  of  Society,  with  Remarks  on  the  Speculations 
of  Mr.  Godwin,  M.  Condorcet,  and  Other  Writers,  published  anony- 
mously in  1798.  This  essay  was  followed  in  1803  by  an  enlarged  and 
altered  version  under  Malthus'  own  name,  entitled  An  Essay  on  the 
Principle  of  Population;  or,  A  View  of  its  Past  and  Present  Effects  on 
Human  Happiness;  with  an  Inquiry  into  Our  Prospects  Respecting 
the  Future  Removal  or  Mitigation  of  the  Evils  which  It  Occasions.  The 
first  version  contented  itself  with  stating  a  thesis,  little  evidence  being 
adduced  in  support  of  it.  The  second  contained  voluminous  argument 
and  evidence  supporting  its  author's  conclusions  as  well  as  explana- 
tions of  various  expedients  bearing  on  the  problem  of  population. 
Both  works  aroused  great  attention,  which  continued  with  later 
editions. 

The  population  of  England  and  Wales  was  advancing  rapidly  at 
the  time.  It  has  been  estimated  that  it  had  amounted  to  about  5.8 
million  in  1700  and  about  6.3  million  in  1750.  In  1821,  it  was  12 
million.  Malthus'  studies  seemed  very  timely  to  many  people.  Others 
attacked  his  views.  Malthus  declared: 

Through  the  animal  and  vegetable  kingdoms  Nature  has  scattered  the 
seeds  of  life  abroad  with  the  most  profuse  and  liberal  hand;  but  has  been 
comparatively  sparing  in  the  room  and  nourishment  necessary  to  rear 
them.  The  germs  of  existence  contained  in  this  spot  of  earth,  with  ample 

*  An  Inquiry  Concerning  Political  Justice  (2nd  ed.;  London,  1796),  II,  510. 
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food,  and  ample  room  to  expand  in,  would  fill  millions  of  worlds  in  the 
course  of  a  few  thousand  years.5 

This  description  is  nothing  like  Godwin's  one  world  that  would  alone 
take  myriads  of  centuries  to  fill.  Malthus  went  on  to  say  that  the 
growth  of  population  was  kept  within  bounds  by  checks— want  of 
room  and  of  nourishment— on  both  plants  and  animals,  and  on  animals 
by  their  preying  on  each  other.  In  the  case  of  man,  the  matter  was 
more  complicated: 

Impelled  to  the  increase  of  his  species  by  an  equally  powerful  instinct, 
reason  interrupts  his  career,  and  asks  him  whether  he  may  not  bring 
beings  into  the  world,  for  whom  he  cannot  provide  the  means  of  support. 
If  he  attend  to  this  natural  suggestion,  the  restriction  too  frequently  pro- 
duces vice.  If  he  hear  it  not,  the  human  race  will  be  constantly  endeavour- 
ing to  increase  beyond  the  means  of  subsistence. 

Examining  the  situation,  Malthus  pointed  out  that,  with  no  diffi- 
culties in  the  way,  population  might  be  expected  to  double  every 
twenty-five  years:  1,  2,  4,  8,  16,  32,  64,  128,  256.  But  "the  most  en- 
thusiastic speculator"  could  not  suppose  a  greater  increase  than  the 
amount  of  the  present  produce  every  twenty-five  years:  1,  2,  3,  4,  5, 
6,  7,  8,  9.  "In  two  centuries,  the  population  would  be  to  the  means 
of  subsistence  as  256  to  9;  in  three  centuries  as  4096  to  13,  and  in  two 
thousand  years  the  difference  would  be  almost  incalculable."6 

Malthus'  remedy  was_that ;  raeorJe_shpuld  use  their  reasoning  powers 
and_abstain  from  having  too  many  children.  He  took  his  own  advice 
to  the  extent  of  not  marrying  until  he  was  about  forty  years  old  and 
having  only  three  children.  Postponement  of  marriage  and  abstention 
from  having  children  he  called  "preventive  checks."  What  is  now 
spoken  of  as  artificial  contraception  or  birth  control,  he  counted  as 
vice  and  included  with  malnutrition  as  "positive  checks."  Malthus 
believed  that  it  was  of  no  use  to  try  to  improve  the  conditions  of 
the  poor,  unless  the  population  problem  could  be  solved;  for  even 
if  poor  people  got  more  food,  the  only  result  would  be  more  children. 
Such  a  plan  seemed  to  him  like  setting  a  tortoise  to  catch  a  hare, 
whereas,  "If  we  can  persuade  the  hare  to  go  to  sleep,  the  tortoise  may 
have  some  chance  of  overtaking  her."7 

Malthus  declared  that  nothing  "would  so  effectively  counteract  the 
mischiefs  occasioned  by  Mr.  Paine's  Rights  of  Man,  as  a  general 
knowledge  of  the  real  rights  of  man."  There  were  some  of  the  "rights" 
that  man  had  been  thought  to  possess  which  Malthus  rejected: 

5  An  Essay  on  the  Principle  of  Population  (2nd  ed.;  London,  1803),  pp.  2  ff. 

6  Ibid.,  p.  8.  7  Ibid.,  p.  509. 
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A  man  who  is  born  into  a  world  already  possessed,  if  he  cannot  get 
subsistence  from  his  parents  on  whom  he  has  a  just  demand,  and  if  the 
society  do  not  want  his  labour,  has  no  claim  of  right  to  the  smallest  portion 
of  food,  and,  in  fact,  has  no  business  to  be  where  he  is.  At  nature's  mighty 
feast  there  is  no  vacant  cover  for  him.  She  tells  him  to  be  gone,  and  will 
quickly  execute  her  own  orders,  if  he  do  not  work  upon  the  compassion 
of  some  of  her  guests.  If  these  guests  get  up  and  make  room  for  him,  other 
intruders  immediately  appear  demanding  the  same  favour.  The  report  of 
a  provision  for  all  that  come,  fills  the  hall  with  numerous  claimants.  The 
order  and  harmony  of  the  feast  is  disturbed,  the  plenty  that  before  reigned 
is  changed  into  scarcity;  and  the  happiness  of  the  guests  is  destroyed  by 
the  spectacle  of  misery  and  dependence  in  every  part  of  the  hall,  and  by 
the  clamorous  importunity  of  those,  who  are  justly  enraged  at  not  finding 
the  provision  which  they  had  been  taught  to  expect.  The  guests  learn  too 
late  their  error,  in  counteracting  those  strict  orders  to  all  intruders,  issued 
by  the  great  mistress  of  the  feast,  who,  wishing  that  all  her  guests  should 
have  plenty,  and  knowing  that  she  could  not  provide  for  unlimited  numbers, 
humanely  refused  to  admit  fresh  comers  when  her  table  was  already  full.8 

This  statement  may  have  appealed  to  those  of  Malthus'  friends 
among  the  country  gentry  who  objected  to  paying  taxes  for  the  pur- 
pose of  maintaining  the  poor,  but  it  seems  to  have  caused  offense  to 
others.  It  appeared  only  in  the  second  edition  of  the  Essay;  Malthus 
omitted  it  in  later  issues. 

Writing  after  Malthus,  David  Ricardo  spoke  of  the  workers'  stand- 
ard of  subsistence,  on  which  population  depended  according  to  the 
Malthusian  theory,  as  not  being  a  definite  level  determined  by  phys- 
iological needs,  but  as  being  dependent  on  custom  or  habit: 

The  power  of  the  labourer  to  support  himself,  and  the  family  which 
may  be  necessary  to  keep  up  the  number  of  labourers,  does  not  depend 
on  the  quantity  of  money  which  he  may  receive  as  wages,  but  on  the 
quantity  of  food,  necessaries,  and  conveniences  become  essential  to  him 
from  habit  which  that  money  will  purchase.9 

Long  before  Ricardo  wrote,  Cantillon  recognized  that  subsistence 
standards  varied,  as  we  have  seen.  By  1820,  even  Malthus  seems  to 
have  changed  his  mind.  In  his  Principles  of  Political  Economy,  Con- 
sidered with  a  View  to  their  Practical  Application,  published  in  that 
year,  he  said: 

If  the  habits  of  the  people  were  to  remain  fixed,  the  power  of  marrying 
early,  and  of  supporting  a  large  family,  would  depend  upon  the  rate  at 
which   the   resources   of   the   country   and   the   demand   for   labour   were 

8  Ibid.,  pp.  531-532. 

9  The  Principles  of  Political  Economy  and  Taxation  (3rd  ed.;  London,  1821), 
Chap.  5.    Italics  inserted. 
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increasing.  And  if  the  resources  of  the  country  were  to  remain  fixed,  the 
comforts  of  the  lower  classes  of  society  would  depend  upon  their  habits, 
or  the  amount  of  those  necessaries  and  conveniences,  without  which  they 
would  not  consent  to  keep  up  their  numbers.10 

Malthus  went  on  to  state  that  rarely  did  either  resources  or  habits 
remain  fixed  for  any  great  length  of  time.  Resources  were  more  likely 
to  change  than  habits,  but  even  habits  could  not  be  regarded  as 
permanent.  Moreover,  habits  were  influenced  by  wages.  When  re- 
sources were  increasing  rapidly,  and  wages  were  high,  the  worker 
would  acquire  a  taste  for  "conveniences  and  comforts,"  "and  his  habits 
will  be  formed  accordingly."  However,  if  the  resources  of  a  country 
"became  nearly  stationary,"  "such  habits,  if  they  ever  have  existed, 
are  found  to  give  way;  and,  before  the  population  comes  to  a  stop, 
the  standard  of  comfort  is  essentially  lowered."  Thus,  Malthus  did 
little  more  than  introduce  the  element  of  changing  habits  as  a  short- 
run  condition  in  his  population  theory. 


THE    LAW    OF    DIMINISHING    RETURNS 


DIMINISHING   RETURNS   BEFORE   MALTHUS 


M althus"  entire  theory  of  population  rested  on  the 
assumption  that  labor  applied  to  land  yields  a  diminishing  return 
J  in  produce,  as  the  amount  of  labor  applied  increases.  The  physiocrat 
Turgot  stated  such  a  principle  with  respect  to  a  constant  quantity  of 
land,  as  has  been  explained  in  Chapter  4.  Even  earlier,  Sir  William 
Petty  had  spoken  of  what  amounted  to  the  principle  of  diminishing 
returns,  with  reference  to  the  extension  of  cultivation  to  poorer  land- 
poorer  in  the  sense  of  being  more  distant  from  the  center  of  popula- 
tion and  consumption.  In  Scotland,  James  Anderson  (1739-1808) 
discussed  diminishing  returns  and  rent,  publishing  An  Inquiry  into 
the  Nature  of  the  Corn  Laws,  with  a  view  to  the  new  Corn  Bill  pro- 
posed for  Scotland,  and  Observations  on  the  means  of  exciting  a  spirit 
of  National  Industry;  chiefly  intended  to  promote  the  Agriculture, 
Commerce,  Manufactures,  and  Fisheries,  of  Scotland.  Both  appeared 

10  Principles  of  Political  Economy  .  .  .  (London,  1820),  p.  248.  In  the  second 
edition  (1836),  Malthus  spoke  of  "funds  for  the  maintenance  of  labour,"  instead 
of  the  "resources  of  the  country." 
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in  1777.  Anderson  was  a  man  of  parts.  He  engaged  in  practical  farm- 
ing, for  a  while  ran  a  weekly  paper  while  writing  voluminously  other- 
wise, and  investigated  the  fisheries  for  the  prime  minister,  William 
Pitt  the  Younger. 


THE   CORN   LAW   CONTROVERSY 

At  this  point,  something  should  be  said  about  social 
and  political  background.  The  industrial  revolution  was  proceeding 
apace  in  Britain  at  the  time,  and  the  population  was  expanding 
rapidly.  The  corn  laws,  which  had  come  down  from  mercantilist  times 
( see  Chapter  2  of  this  book ) ,  had  for  many  years  operated  to  stabilize 
prices  in  a  situation  in  which  Britain  either  imported  or  exported  grain 
according  to  the  success  of  her  harvests.  When  the  harvest  was  un- 
usually good,  grain  was  exported;  when  the  harvest  was  poor,  grain 
was  imported.  ^A  system  of  import  duties  and  export  bounties  was 
so  designed  as  to  equalize  the  grain  supply  in  the  internal  markets  of 
the  country  from  year  to  year.  But,  as  the  population  grew  over  the 
years,  exports  became  less  common  and  imports  more  usual,  until 
finally  Britain  ceased  to  export  any  grain  and  imported  it  regularly. 
The  amount  of  grain  that  was  imported  increased  gradually  as  the 
years  passed.  It  has  been  estimated  that,  by  1850,  as  much  as  one- 
quarter  of  the  grain  consumed  in  Britain  was  imported;  later  the 
proportion  became  greater. 

During  the  prosperous  conditions  which  prevailed  generally  during 
the  Napoleonic  Wars,  there  was  little  public  complaint  about  the  corn 
laws.  Toward  the  end  of  the  wars,  however,  an  unusually  large  harvest 
lowered  grain  prices,  and  when  the  wars  ended  prices  fell  again.  It 
was  proposed  that  duties  on  imported  grain  be  increased,  and  Parlia- 
ment passed  a  law  to  this  effect.  A  popular  clamor  took  place,  with 
rioting  near  the  Parliament  building.  There  was  a  conflict  of  interest 
between  the  landowners,  who  favored  protection  of  the  home  price  of 
grain  by  sufficient  import  duties,  and  the  factory  owners  and  workers, 
who  wanted  cheap  food.  A  number  of  pamphlets  appeared,  some  of 
which  are  pertinent  to  the  discussion  in  this  section.  Malthus  con- 
sidered rent,  diminishing  returns,  and  the  corn  laws  in  three  pam- 
phlets: Observations  on  the  effects  of  the  Corn  Laws,  and  of  a  Rise  or 
Fall  in  the  Price  of  Corn  on  the  Agriculture  and  General  Wealth  of  the 
Country  (1814),  Grounds  of  an  Opinion  on  the  Policy  of  restricting 


135 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

the  Importation  of  Foreign  Corn  .  .  .  (1815),  and  An  Inquiry  into 
the  Nature  and  Progress  of  Rent,  and  the  Principles  by  which  it  is 
Regulated  (1815).  The  Grounds  of  an  Opinion  .  .  .  was  the  most  sig- 
nificant of  the  three  in  setting  forth  Malthus'  views  on  corn  law  policy. 
Ricardo's  pamphlet,  An  Essay  on  the  Influence  of  a  Low  Price  of 
Corn  on  the  Profits  of  Stock,  Shewing  the  Inexpediency  of  Restrictions 
on  Importation  (1815),  gave  that  economist's  views  on  the  subject. 

In  popular  discussion,  the  arguments  of  Adam  Smith  were  freely 
employed  against  continuance  of  the  corn  laws,  which  Smith  had 
criticized  in  the  Wealth  of  Nations  on  the  ground  that  ( to  use  a  mod- 
ern term)  they  reduced  the  efficiency  of  allocation  of  resources.  The 
Ricardian  theory  of  rent  was  used  to  support  the  view  that  the  bene- 
ficiaries of  protection  for  farm  products  were  the  landowners.  Ricardo 
himself  favored  the  laws  being  abolished,  on  the  ground  that  this 
would  reduce  the  cost  of  subsistence  of  workers  and  therefore  lower 
production  costs  in  manufacture.  Malthus  supported  the  laws.  He 
thought  that  changes  in  rent  could  not  fully  compensate  the  reduction 
in  the  price  of  grain  which  the  abolition  would  cause,  and  that  there- 
fore grain  would  cease  to  be  grown  on  the  less  suitable  land,  causing 
contraction  of  the  British  agricultural  industry.  This  Malthus  con- 
sidered to  be  undesirable  because  he  felt  that  a  balance  between 
agriculture  and  manufactures  should  be  preserved  and  that  it  was 
unwise  for  the  nation  to  depend  too  largely  on  foreign  grain. 

The  Anti-Corn  Law  League  was  established  to  organize  opposi- 
tion to  the  laws,  with  John  Bright  and  Richard  Cobden  as  its  leaders. 
Both  Cobden  and  Bright  had  been  connected  with  manufacture,  and 
both  won  election  to  Parliament  on  the  issue  of  free  trade  in  grain. 
It  was  a  Conservative  prime  minister,  Sir  Robert  Peel,  however,  who 
abolished  the  corn  laws  in  the  1840's,  and  he  split  his  own  party  in 
doing  so.  The  occurrence  which  brought  about  the  repeal  was  the 
Irish  potato  famine,  which  necessitated  importing  an  additional  supply 
of  grain  to  the  British  Isles  from  abroad. 

Malthus'  statement  on  rent  in  his  pamphlet  on  the  Nature  and 
Progress  of  Rent  can  be  regarded  as  the  best  that  had  appeared  to 
that  time.  Malthus  gave  three  reasons  for  the  appearance  of  rent.  ( 1 ) 
Land  produced  more  than  sufficient  produce  to  maintain  the  culti- 
vators. (2)  The  produce  of  land  had  the  attribute  of  creating  its  own 
demand  by  increasing  population.  (3)  Fertile  land  was  comparatively 
scarce.  Malthus  said  that  rent  was  a  difference  between  the  price  of 
produce  and  the  production  cost.  Rent  increased  when  either  the  price 
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of  produce  became  greater  or  the  production  cost  declined.  "It  fol- 
lows therefore  as  a  direct  and  necessary  consequence,"  Malthus  went 
on,  "that  it  can  never  answer  to  take  fresh  land  of  a  poorer  quality 
into  cultivation,  till  rents  have  risen  or  would  allow  for  a  rise,  on 
what  is  already  cultivated."11 

THE   BALANCING   OF   TENDENCIES 

In  the  pamphlet  on  rent,  Malthus  compared  produc- 
tion conditions  in  agriculture  with  those  in  manufactures: 

With  regard  to  improvements  in  agriculture,  which  in  similar  soils  is 
the  great  cause  which  retards  the  advance  of  price  [i.e.,  the  price  or  cost 
of  the  produce]  compared  with  the  advance  [in  quantity]  of  produce; 
although  they  are  sometimes  very  powerful,  they  are  rarely  found  suffi- 
cient to  balance  the  necessity  of  applying  to  poorer  land,  or  inferior  ma- 
chines. In  this  respect,  raw  produce  is  essentially  different  from  manu- 
factures. The  real  price  of  manufactures,  the  quantity  of  labour  and  capital 
necessary  to  produce  a  given  quantity  of  them,  is  almost  constantly  dimin- 
ishing; while  the  quantity  of  labour  and  capital,  necessary  to  procure  the  last 
addition  that  has  been  made  to  the  raw  produce  of  a  rich  and  advancing 
country,  is  almost  constantly  increasing.12 

The  view  expressed  here— that  agriculture  as  an  industry  was  subject 
to  diminishing  returns  as  its  scale  of  production  expanded,  whereas 
manufacture  expanded  under  conditions  of  increasing  returns— was 
to  characterize  orthodox  British  economics  through  most  of  the  nine- 
teenth century  and  had  not  altogether  disappeared  even  in  the 
twentieth  century. 

Sir  Edward  West  (1782-1828)  dealt  with  this  subject  in  the  same 
year  as  Malthus.  West  was  an  English  lawyer  who  later  became  the 
chief  justice  of  Bombay.  He  became  convinced  that  what  we  now 
call  the  principle  of  diminishing  returns  was  correct,  after  studying 
the  evidence  given  in  relation  to  the  Corn  Bills  of  1813-1814,  and 
wrote  An  Essay  on  the  Application  of  Capital  to  Land,  with  Obser- 
vations shewing  the  Impolicy  of  any  great  Restriction  of  the  Impor- 
tation of  Corn,  and  that  the  bounty  of  1688  did  not  lower  the  price 
of  it  (1815).  In  his  Essay,  he  stated  the  principle  of  diminishing  re- 
turns in  dynamic  form,  thus: 

...  in  the  progress  of  the  improvement  of  cultivation  the  raising  of  rude 
produce  becomes  progressively  more  expensive,   or,  in   other  words,   the 

11  Nature  and  Progress  of  Rent  (Baltimore:  The  Johns  Hopkins  Press,  1903),  p.  28. 

12  Ibid.,  p.  38. 
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ratio  of  the  net  produce  of  land  to  its  gross  produce  is  constantly  dimin- 
ishing.13 

West  seemed  to  recognize  the  theoretical  existence  of  three  possi- 
bilities, according  to  whether  improvements  in  agricultural  practices 
(1)  more  than  compensated  the  tendency  to  diminishing  returns  that 
was  due  to  cultivating  poorer  land  and  to  more  intensively  farming 
land  previously  cultivated,  (2)  exactly  compensated  this  tendency, 
or  (3)  fell  short  of  compensating  it.  He  thought  that  the  third  possi- 
bility was  likely  to  be  the  most  general  condition  in  practice.  He 
stated  his  conclusion: 

It  follows  therefore  that  labour  cannot  be  always  equally  productive  in 
agriculture  in  the  progress  of  improvement;  and,  a  fortiori,  that  the  pro- 
ductive powers  of  labour  cannot  increase,  but  that  they  must  gradually 
become  less  productive  in  the  progress  of  improvement.  And  not  only  less 
productive,  but  so  much  less  productive  that  the  continual  increase  of 
the  effective  powers  of  labour  in  manufactures  does  not  compensate  for 
their  continued  diminution  in  agriculture.14 

This  went  beyond  Malthus.  According  to  West,  not  only  did  agri- 
cultural output  expand  under  conditions  of  diminishing  returns, 
whereas  manufacturing  output  expanded  with  increasing  returns,  but 
the  diminution  in  agriculture  more  than  counteracted  the  increase  in 
manufacture,  so  that  presumably  an  increase  in  the  population  would 
be  attended  by  a  decline  in  real  income  per  head. 

Ricardo,  considering  wages  in  The  Principles  of  Political  Economy 
and  Taxation,  sized  up  the  matter  as  follows: 

With  the  progress  of  society  the  natural  price  of  labour  has  always  a 
tendency  to  rise,  because  one  of  the  principal  commodities  by  which  its 
natural  price  is  regulated  [i.e.,  food]  has  a  tendency  to  become  dearer  from 
the  greater  difficulty  of  producing  it.  As,  however,  the  improvements  in 
agriculture,  the  discovery  of  new  markets,  whence  provisions  may  be 
imported,  may  for  a  time  counteract  the  tendency  to  a  rise  in  the  price 
of  necessaries,  and  may  even  occasion  their  natural  price  to  fall,  so  will 
the  same  causes  produce  their  corresponding  effects  on  the  natural  price 
of  labour. 

The  natural  price  of  all  commodities,  excepting  raw  produce  and  labour, 
has  a  tendency  to  fall  in  the  progress  of  wealth  and  population;  for  though, 
on  one  hand,  they  are  enhanced  in  real  value,  from  the  rise  in  the  natural 
price  of  the  raw  material  of  which  they  are  made,  this  is  more  than  counter- 
balanced by  the  improvements  in  machinery,  by  the  better  division  and 

13  An  Essay  on  the  Application  of  Capital  to  Land  (Baltimore:  The  Johns  Hopkins 
Press,  1903),  p.  9. 

14  Ibid.,  p.  19. 
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distribution  of  labour,  and  by  the  increasing  skill,  both  in  science  and  art, 
of  the  producers." 

In  interpreting  Ricardo's  view  that  the  "natural  price  of  labour  has 
always  a  tendency  to  rise,"  because  food  becomes  dearer  with  growth 
in  the  population,  it  must  be  borne  in  mind  that  in  Ricardo's  day  the 
standard  of  living  of  the  ordinary  worker  was  lower  than  it  is  now, 
and  that  food  made  up  a  greater  proportion  of  the  total  consumption 
of  the  working  people. 

Ricardo  conceded  in  his  statement  that  both  agriculture  and  manu- 
factures were  subject  to  two  conflicting  forces:  (1)  a  tendency  to 
diminishing  returns  due  to  the  increased  cost  of  natural  materials  and 
especially  of  food,  and  (2)  a  tendency  to  increasing  returns  resulting 
from  improvements  in  production  methods.  He  believed  that,  in 
agriculture,  the  first  of  these  tendencies  was  more  influential  than 
the  second,  at  least  in  the  long  run.  He  believed,  too,  that  the  second 
was  of  greater  significance  in  manufactures.  Ricardo's  point  about 
the  discovery  of  new  markets,  "whence  provisions  may  be  imported," 
became  of  greater  consequence  as  the  century  advanced.  An  increasing 
amount  of  food  came  to  be  imported  into  Britain  from  North  America. 
We  shall  return  to  the  subject  of  diminishing  returns  later  in  this 
chapter. 


ANTI-MALTHUS 


THE    OTHER    SIDE   OF   THE   POPULATION   ARGUMENT 

William  Godwin  replied  to  Malthus  in  1820  in  a  book 
entitled  Of  Population:  An  Inquiry  concerning  the  Power  of  Increase 
in  the  Numbers  of  Mankind,  being  an  Answer  to  Mr.  Malthus's  Essay 
on  that  Subject.  Godwin  pointed  to  historical  examples  where  popu- 
lation had  not  grown  to  the  extent  that  Malthus  supposed;  he  also 
referred  to  the  possibility  that  subsistence  could  be  made  to  increase 
sufficiently  to  keep  pace  with  the  population.  He  cited  the  improve- 
ments that  Thomas  Coke  of  Holkham  (1752-1842,  Earl  of  Leicester 
of  Holkham  after  1837 )  had  been  able  to  make  in  the  yields  of  grain 
and  the  quality  of  the  livestock  on  his  Norfolk  farm.  Godwin  said  that 
15  Principles  of  Political  Economy  and  Taxation,  Chap.  5. 
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what  Coke  had  done,  others  could  do.  He  concluded  that  a  scarcity 
of  food  which  would  limit  population  growth  was  so  remote  that  it 
"might  fairly  be  left  to  Providence."16  Godwin's  views  on  this  subject 
had  little  effect  on  contemporary  public  opinion.  As  this  book  is  being 
written,  history  shows  that  in  North  America  it  is  Godwin's  theory 
and  not  Malthus'  that  has  been  borne  out  by  events.  What  is  to  be 
done  about  food  surpluses,  rather  than  how  food  is  to  be  found  for 
the  population,  is  the  pressing  problem  of  the  food-population  ratio 
in  the  United  States  of  America  in  our  own  time.  Conditions  in  cer- 
tain foreign  countries  are  different.  Malthus'  theory  has  had  some 
application  to  China  and  India  in  our  own  century. 

In  1824,  there  appeared  An  Inquiry  into  the  Principles  of  the  Distri- 
bution of  Wealth  Most  Conducive  to  Human  Happiness;  Applied  to 
the  Newly  Proposed  System  of  Voluntary  Equality  of  Wealth,  by 
William  Thompson  (1783-1833),  an  Irish  landowner.  Thompson,  in 
his  philosophy,  was  a  follower  of  Jeremy  Bentham  and,  through 
Bentham,  of  the  earlier  utilitarians,  Locke,  Hutcheson,  and  Hume. 
He  has  a  place  in  the  history  of  socialist  thought.  It  may  be  mentioned 
here  that  the  "system  of  voluntary  equality,"  referred  to  in  the  sub- 
title of  this  book,  was  one  for  which  Robert  Owen  currently  was 
campaigning  and  which  is  described  in  Chapter  10.  It  was  only  inci- 
dentally—in connection  with  his  ideas  on  social  reform— that  Thompson 
took  occasion  to  refute  Malthus.  Thompson  said: 

There  is  no  disposition  of  physical  interest  amongst  mankind,  elevated 
but  one  step  over  the  merest  savage  existence,  if  even  in  that  state,  to 
breed  beyond  their  absolute  comforts,  whatever  they  may  be:  and  as  these 
comforts  increase,  accompanied  as  they  are  with  an  increase  in  knowledge, 
the  tendency  to  improvident  breeding,  uniformly  decreases  with  their 
increase." 

Sir  Archibald  Alison  (1792-1867),  Scottish  lawyer  and  historian, 
developed  the  same  point  in  The  Principles  of  Population,  and  their 
connection  with  Human  Happiness  (1840).  The  preface  of  this  book 
stated: 

It  is  the  aim  of  the  author  in  the  following  pages  to  show,  that  the  same 
Invisible  Hand  and  Irresistible  Agency  directs  and  pervades  the  social 
destinies  of  the  species  .  .  .  that  there  is  no  permanent  or  lasting  causes  of 
distress  which  presses  on  the  human  species  in  any  change  of  its  progress.18 

16  Of  Population  (London,  1820),  p.  455. 

"An  Inquiry  into  the  Principles  .  .  .  (3rd  ed.;  London,  1853),  p.  426. 

18  The  Principles  of  Population  (London  and  Edinburgh,  1840),  I,  xiii-xiv. 


140 


Population  and  the  Laws  of  Returns 

What  Alison  relied  upon  to  avoid  the  condition  forecast  by  Malthus 
was  the  factor  of  acquired  wants.  Alison  thought  that  the  Malthusian 
principle  operated  among  savages  but  that  civilization  brought  habits 
of  prudence.  With  respect  to  the  poor  of  his  day,  he  looked  to  edu- 
cation and  to  observation  and  experience  of  consumption  to  provide  a 
way  out  of  the  problem  of  too  many  people.  The  acquisition  of  one 
comfort  causes  other  comforts  to  be  desired,  he  said,  and  the  luxuries 
of  one  generation  become  necessities  a  few  generations  later.  In  this 
connection  Alison  made  the  interesting  suggestion  that  wealth  which 
was  the  product  of  the  labor  of  the  poor  should  not  be  spent  (by 
those  who  get  it,  i.e.,  the  rich )  at  a  distance,  because  then  there  would 
be  no  opportunity  for  its  producers  (the  poor)  to  acquire  the  desire 
for  comforts. 

The  English  economist,  Nassau  Senior,  took  the  same  general  view 
as  Alison.  In  his  Political  Economy  (1850,  but  first  published  as  an 
article  in  1836),  Senior  said: 

It  appears,  therefore,  that  habits  of  prudence  in  contracting  marriage, 
and  of  considerable  superfluous  expenditure,  afford  the  only  permanent 
protection  against  a  population  pressing  so  closely  on  the  means  of  sub- 
sistence as  to  be  continually  incurring  the  misery  of  the  positive  checks. 
And  as  the  former  habits  exist  only  in  a  civilized,  and  the  latter  only  in 
an  opulent  society,  it  appears  equally  clear  that,  as  a  nation  advances  in 
civilization  and  opulence,  the  positive  checks  are  likely  to  be  superseded 
by  the  preventive.19 

Senior  concluded  that  the  danger  of  population  becoming  too  large 
to  be  "adequately  and  regularly  supplied  with  necessaries"  was  "likely 
to  diminish  in  the  progress  of  improvement." 

EARLY   VIEWS   ON   INCREASING   RETURNS 

Other  writers  controverted  the  idea  of  diminishing 
returns  to  labor  as  a  general  condition,  either  formally  or  by  implica- 
tion. As  early  as  Sir  William  Petty,  we  find  a  statement  of  the  opposite 
principle.  In  Another  Essay  in  Political  Arithmetick,  Concernng  the 
Growth  of  the  City  of  London:  with  the  Periods,  Causes,  and  Conse- 
quences thereof  (1683),  Petty  asked  whether  it  would  be  better  to 
have  a  larger  proportion  of  the  English  people  living  in  London  than 
a  smaller  proportion,  the  total  population  of  the  country  being  the 

19  Political  Economy  (London,  1850),  p.  42. 

141 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

same  in  each  case.  In  answering  his  question,  Petty  anticipated  Adam 
Smith  in  pointing  to  the  production  advantages  of  specialization  of 
labor,  using  watchmaking  as  an  example.  Petty  also  said  that  there 
were  benefits  attending  the  geographical  concentration  of  industry: 
for  instance,  goods  could  be  sent  out  by  the  shipload.  "Arts  of  Delight 
and  Ornament"  were  "best  promoted  by  the  greatest  Number  of 
Emulators,"  and  in  large  cities  "the  charge  of  Carriage  and  Travelling 
could  be  little."20 

The  physiocrat  Quesnay,  in  an  article  on  "Grains"  which  he  wrote 
for  the  Encyclopedie  in  1757,  mentioned  that  agricultural  production 
might  be  trebled  by  improvements  in  farming  methods  which  only 
doubled  costs.  This  general  idea  was  behind  much  of  what  was  written 
by  Arthur  Young  (1741-1820),  who  was  the  first  secretary  of  the 
government  Board  of  Agriculture  in  England  and  published  a  number 
of  books  on  farming  as  well  as  accounts  of  his  travels.  At  the  time 
when  Young  was  writing,  war  had  raised  prices.  Under  these  condi- 
tions, increased  intensiveness  of  cultivation  usually  becomes  profitable. 
Young  did  not  altogether  recognize  that  the  condition  may  be  tempo- 
rary; he  advocated  intensive  agriculture  as  a  general  road  to  farming 
success. 

Joseph  Harris,  in  his  Essay  upon  Money  and  Coins,  spoke  of  the 
advantages  of  specialization  of  labor  as  being  "very  great  and 
obvious."  In  his  professional  capacity  as  assay  master  of  the  mint, 
Harris  must  have  felt  that  he  could  speak  with  authority  on  this 
subject. 

Adam  Smith  placed  sufficient  value  on  the  advantages  of  labor 
specialization  to  begin  the  first  book  of  his  Wealth  of  Nations  with 
the  statement:  "The  greatest  improvement  in  the  productive  powers 
of  labor,  and  the  greater  part  of  the  skill,  dexterity,  and  judgment 
with  which  it  is  any  where  directed,  or  applied,  seem  to  have  been 
the  effects  of  the  division  of  labour."  Smith  proceeded  to  illustrate 
the  advantages  of  labor  specialization  by  an  example  drawn  from  pin 
making. 

BASTIAT   AND   CAREY 

Frederic  Bastiat  (1801-1850)  has  earned  the  title  of 
"optimist"  in  the  history  of  economic  thought,  largely  for  his  views 
™  The  Economic  Writings  of  Sir  William  Petty,  II,  473-474. 
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on  population  and  the  laws  of  returns.  Bastiat  was  a  Frenchman  of 
some  means,  who  made  the  study  of  economics  his  hobby.  Becoming 
interested  in  free  trade,  he  attempted  to  form  in  France  an  organiza- 
tion similar  to  the  British  Anti-Corn  Law  League.  He  wrote  a  pam- 
phlet entitled,  in  its  English  translation,  Petition  of  the  Manufacturers 
of  Candles,  Wax-lights,  Lamps,  Candlesticks,  Street  Lamps,  Snuffers, 
Extinguishers,  and  of  the  Producers  of  Oil,  Tallow,  Resin,  Alcohol, 
and,  Generally,  of  Everything  Connected  with  Lighting.  The  petition 
asked  for  protection  against  the  competition  of  sunlight.  It  was  printed 
in  a  volume  called  Sophismes  economiques  ("Economic  Sophisms," 
1846 ) .  The  purpose  of  the  work  was  to  ridicule  the  arguments  of  those 
producers  who  wanted  the  government  to  protect  their  products  from 
the  competition  of  other  goods.  It  is  of  interest  that  an  English  trans- 
lation of  this  work  was  reprinted  in  1909,  with  the  title  Fallacies  of 
Protection,  and  used  as  campaign  material  on  the  tariff  issue  raised 
in  the  British  elections  of  1910. 

In  1850,  Bastiat  published  the  first  volume  of  a  general  work  on 
economics,  Les  harmonies  economiques  ("Economic  Harmonies"). 
In  this  book,  he  attacked  the  prevailing  pessimistic  doctrines  of  eco- 
nomics: "...  it  is  not  true  that  the  great  providential  laws  urge  on 
society  to  evil,"  he  declared.21  Bastiat  was  particularly  concerned  to 
refute  the  views  of  Malthus  on  population  and  diminishing  returns. 
He  pointed  out  that  transportation  costs  were  saved  when  a  popula- 
tion became  denser  and:  "The  density  of  population  not  only  enables 
us  to  reap  more  advantage  from  the  machinery  of  exchange,  it  permits 
us  to  improve  that  machinery  and  increase  its  power.  .  .  .  When  men 
are  massed  together,  they  have  more  facility  in  dividing  their  employ- 
ments, in  uniting  their  powers  ...  in  a  word,  to  procure  themselves 
all  the  common  enjoyments  with  a  much  smaller  proportion  of 
efforts."22  Churches  and  schools,  banks  and  insurance  companies,  as 
well  as  provisions  for  protection  or  security,  could  be  furnished  better 
as  a  population  grew  denser,  Bastiat  pointed  out. 

In  the  United  States,  Henry  Charles  Carey  (1793-1879)  took  a 
somewhat  similar  position.  Carey  was  the  son  of  a  Philadelphia  pub- 
lisher. He  entered  his  father's  business  but,  making  a  sufficient  fortune 
at  an  early  age,  retired  from  business  and  took  to  writing  on  eco- 

21  The  Harmonies  of  Political  Economy,  trans.  P.  J.  Stirling  (2  vols.;  London  and 
Edinburgh,  1860  and  1870).   Quotation  is  from  2nd  ed.,  n.d.,  p.  40. 

22  Ibid.,  pp.  113-114. 
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nomics.  The  Principles  of  Political  Economy  (1837-1840),  The  Past, 
the  Present,  and  the  Future  (1848),  and  The  Principles  of  Social  Sci- 
ence (1858-1859),  are  among  his  works. 

Writing  as  he  did  in  America  in  the  middle  of  the  nineteenth  cen- 
tury, Carey  felt  that  the  future  was  boundless.  He  pointed  out  that 
much  good  land  remained  unoccupied,  not  only  in  North  and  South 
America  but  even  in  Europe.  The  course  of  settlement,  he  said,  was 
from  the  poorer  to  the  better  soils.  This  was  contrary  to  what  Ricardo 
and  Malthus  had  taught  in  England  but,  when  one  considers  land 
quality  alone,  Carey  seems  to  have  been  largely  right.  Settlement  by 
Europeans  in  what  is  now  the  United  States  began  along  the  Atlantic 
coast.  Then  it  moved  through  the  Alleghenies  and  into  the  Mississippi 
valley.  Clearing  the  land  of  forests,  draining  it  in  some  areas,  and 
irrigating  it  in  the  far  west  were  required  to  make  the  otherwise 
richer  soils  productive.  This  was  as  true  of  England  (aside  from  the 
irrigation)  as  it  was  of  the  United  States.  When  Ricardo  spoke  of 
cultivation  spreading  to  poorer  soil,  he  was  not  paying  much  attention 
to  English  history.  Rut  other  factors  were  also  present— those  of 
distance  from  market  and  cost  of  transportation,  especially  in  America 
where  distances  were  great.  It  was  only  when  transportation  facilities 
improved  that  the  American  middle  western  land  became  superior, 
in  the  sense  of  its  becoming  more  profitable,  than  the  poorer  soils  of 
the  east,  which  had  the  advantage  of  being  closer  to  population  cen- 
ters and  points  of  export.  The  growth  of  population,  which  spread 
cities  through  the  American  Middle  West,  largely  eliminated  the 
problem  of  distance. 

The  comment  made  earlier  with  respect  to  Godwin's  views  is  appli- 
cable to  those  of  Rastiat  and  Carey.  In  western  Europe  and  North 
America,  it  is  their  optimism,  and  not  the  pessimism  of  Malthus, 
which  has  received  the  justification  afforded  by  the  march  of  events, 
although  this  cannot  be  said  of  such  a  country  as  India. 


SENIOR    AND     MILL 


SENIOR 

Nassau  William  Senior    (1790-1864)    was   a  leading 
English  economist  of  his  day.  He  taught  for  two  five-year  terms  as 

144 


Population  and  the  Laws  of  Returns 

professor  of  political  economy  at  Oxford  University  and  served  on  a 
number  of  government  committees.  His  best-known  contributions  to 
the  literature  of  economics  were  an  article  in  the  Encyclopaedia 
Metropolitans  (1836)  which  was  published  separately  as  An  Outline 
of  the  Science  of  Political  Economy  and  later  as  Political  Economy, 
and  some  published  lectures  on  money  and  on  the  rate  of  wages. 

In  his  Encyclopaedia  Metropolitans,  article  and  its  republications, 
Senior  spoke  of  economics  as  a  deductive  science.  He  said  that  there 
were  four  "elementary  propositions"  at  its  basis.  These  were: 

1.  That  every  man  desires  to  obtain  additional  Wealth  with  as  little  sacri- 
fice as  possible. 

2.  That  the  Population  of  the  World,  or,  in  other  words,  the  number  of 
persons  inhabiting  it,  is  limited  only  by  moral  or  physical  evil,  or  by 
fear  of  a  deficiency  of  those  articles  of  wealth  which  the  habits  of  the 
individuals  of  each  class  of  its  inhabitants  lead  them  to  require. 

3.  That  the  powers  of  Labour,  and  of  other  instruments  which  produce 
wealth,  may  be  indefinitely  increased  by  using  their  Products  as  the 
means  of  further  Production. 

4.  That,  agricultural  skill  remaining  the  same,  additional  Labour  employed 
on  the  land  within  a  given  district  produces  in  general  a  less  propor- 
tionate return,  or,  in  other  words,  that  though  with  every  increase  of 
the  labour  bestowed,  the  aggregate  return  is  increased,  the  increase  of 
the  return  is  not  in  proportion  to  the  increase  of  the  labour.23 

The  propositions  numbered  3  and  4  concern  the  present  discussion. 
Elsewhere,  Senior  stated  (in  heavy  type)  that  "Additional  Labour 
when  employed  in  Manufactures  is  More,  when  employed  in  Agri- 
culture, is  Less,  efficient  in  proportion/'24 

Senior  conceded:  "More  efficient  implements,  a  better  rotation  of 
crops,  a  greater  division  of  labour,  in  short,  improvements  in  the 
art  of  agriculture,  generally  accompany  an  increase  of  agricultural 
labour ."  He  added:  "They  always  accompany  that  increase  when  it 
is  accompanied  by  an  increase  of  the  capital  as  well  as  of  the  popula- 
tion of  a  Country;  and  they  always  counteract,  and  often  outweigh, 
the  inferiority  or  diminished  proportional  powers  of  the  soil  to  which 
they  are  applied.  The  total  amount  of  the  annual  agricultural  produce 
of  Great  Britain  has  much  more  than  doubled  during  the  last  hundred 
years;  but  it  is  highly  improbable  that  the  amount  of  labour  annually 
employed  in  agriculture  has  also  doubled."  Senior  thought  that  it  was 
possible,  though  "certainly  not  probable,"  that  an  equal  rate  of  agri- 

23  Political  Economy,  p.  26. 

24  Ibid.,  p.  81. 
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cultural  progress  might  be  maintained  in  the  next  hundred  years.  He 
believed,  however,  that  such  a  rate  could  not  go  on  indefinitely.  In 
the  case  of  manufactures,  on  the  other  hand,  he  said  that  "every 
increase  in  the  number  of  manufacturing  labourers  is  accompanied 
not  merely  by  a  corresponding,  but  by  an  increased  productive 
power/'25  The  only  check  which  Senior  thought  need  be  feared  was  an 
increased  difficulty  of  procuring  food  and  raw  materials  from  abroad. 
This,  however,  was  the  main  point  at  issue.  What  the  classical  econo- 
mists had  worried  about  was  the  difficulty  of  obtaining  more  products 
from  the  soil  (and  presumably  from  the  forests  and  the  mines)  with- 
out great  increase  in  costs.  Senior  was  willing  to  postpone  the  evil  day 
when  this  might  be  expected  to  occur,  but  even  with  manufactures 
he  did  not  exclude  the  possibility  of  its  arriving. 

The  passages  which  have  been  quoted  from  Senior's  writings  bring 
out  another  feature  of  classical  thought,  an  assumption  that  what  we 
now  call  the  marginal  productivity  of  capital  would  always  be  posi- 
tive, however  much  the  volume  of  saving  and  investment.  "The  powers 
of  labour  .  .  .  may  be  indefinitely  increased  by  using  their  products 
as  the  means  of  further  production,"  Senior  said  in  his  third  proposi- 
tion. This  was  a  point  which  Lauderdale  had  criticized  in  Adam 
Smith's  Wealth  of  Nations.  Evidently  either  Senior  had  neglected 
to  study  Lauderdale's  views  or  he  disagreed  with  them. 

JOHN   STUART   MILL 

Because  of  the  influence  which  his  writings  exerted 
for  many  years,  the  conclusions  reached  on  the  laws  of  returns  by 
John  Stuart  Mill  (1806-1873)  should  be  mentioned  here.  MilLcom- 
monly  is  regarded  as  the  last  of  the  outstanding  members  of  the 
classical  school  or- economics. Tlis  father,  James  Mill  (1773-1836), 
Had  himsell  been  a  noteworthy  member  of  the  school.  Both  were 
officials  in  the  service  of  the  British  East  India  Company  at  its  London 
office.  The  younger  Mill  wrote  important  books  on  logic,  ethics,  and 
government,  as  well  as  on  economics.  A  System  of  Logic,  Ratiocinative 
and  Inductive,  being  a  Connected  View  of  the  Principles  of  Evidence 
and  the  Methods  of  Scientific  Investigation  ( 1843 )  was  for  a  long  time 
a  leading  work  on  its  subject.  Principles  of  Political  Economy,  with 
Some  of  their  Applications  to  Social  Philosophy  (1848)  was  the  most 
widely    used   general   book   on   economics   in    the    English-speaking 

25  Ibid.,  p.  86. 
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countries  during  the  latter  half  of  the  nineteenth  century  and  retained 
some  influence  even  in  the  twentieth.  On  Liberty  ( 1859 )  still  stands  as 
a  classic  on  human  rights.  Utilitarianism  (1863)  is  one  of  the  best 
general  expressions  of  the  viewpoint  of  the  school  which  its  title 
designates  and  of  which  Mill  can  be  counted  as  a  leading  member. 

The  Principles  of  Political  Economy  synthesized  the  contributions 
of  the  classical  schools  of  economists,  so  far  as  its  author  considered 
them  correct  and  pertinent.  Few  of  its  principles  were  really  new; 
but  it  contained  much  in  the  way  of  historical  and  comparative  study 
and  was  also  a  major  extension  of  the  field,  for  in  it  Mill  openly  applied 
ethics  to  economics  and  stated  his  views  on  social  policy. 

Mill  made  his  judgment  of  the  relative  importance  of  the  tendencies 
to  diminishing  returns  in-  agriculture  and  to  increasing  returns  _in_ 
manufacture  in  Book  4  ot  tE^Prmciples  ql  Political  Economy.  This 
book  was  devoted  to  the  "Influence  of  the  Progress  of  Society  on  Pro- 
duction and  Distribution."  In  the  third  chapter  of  this  book,  Mill  con- 
sidered the  influence  of  "progress"  on  rents  and  profits,  concluding 
that  there  would  be  a  tendency  for  profits  to  decline.  His  reasoning 
was  as  follows: 

Population  having  increased,  without  any  falling  off  in  the  labourer's 
condition,  there  is  of  course  a  demand  for  more  food.  The  arts  of  pro- 
duction being  supposed  stationary,  this  food  must  be  produced  at  an 
increased  cost.  To  compensate  for  this  greater  cost  of  the  additional  food, 
the  price  of  agricultural  produce  must  rise.  The  rise  extending  over  the 
whole  amount  of  food  produced,  though  the  increased  expenses  only  apply 
to  a  part,  there  is  a  greatly  increased  extra  profit  [to  the  farmer],  which, 
by  competition,  is  transferred  to  the  landlord.  Rent  will  rise,  both  in 
quantity  of  produce  and  in  cost;  while  wages,  being  supposed  to  be  the 
same  in  quantity,  will  be  greater  in  cost.  The  labourer  obtaining  the  same 
amount  of  necessaries,  money  wages  have  risen;  and  as  the  rise  is  common 
to  all  branches  of  production,  the  capitalist  cannot  indemnify  himself  by 
changing  his  employment,  and  the  loss  must  be  borne  by  profits.  It  appears, 
then,  that  the  tendency  of  an  increase  of  capital  and  population  is  to  add 
rent  at  the  expense  of  profits:  though  rent  does  not  gain  all  that  profits 
lose,  a  part  being  absorbed  in  increased  expenses  of  production,  that  is, 
in  hiring  or  feeding  a  greater  number  of  labourers  to  obtain  a  given  amount 
of  agricultural  produce.  [Mill  added  that,  by  profit  he  meant  a  rate  or 
percentage  on  capital  investment.]26 

As  did  Ricardo,  Mill  assumed  that  a  larger  proportion  of  the  workers' 
living  cost  was  represented  by  food  than  is  the  case  today.  Ricardo's 
views  on  this  general  subject  receive  attention  in  Chapter  7. 

26  Principles  of  Political  Economy,  Bk.  4,  Chap.  3,  Sec.  3 . 
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In  this  statement  of  Mill's,  we  have  the  classical  theory  of  economic 
"progress"  in  its  final  form.  "Progress"  means  "an  increase  of  capital 
and  population,"  whose  effects  on  distribution  were  to  leave  wages 
at  a  (possibly  flexible)  subsistence  level,  to  raise  rents  both  per  acre 
and  in  total,  and  to  lower  the  percentage  rate  of  profit  on  capital. 

During  a  discussion  on  the  influence  of  "industrial  progress"  on 
prices,  Mill  took  occasion  to  comment  on  Senior's  propositions.  Mill 
said:  "The  cost  of  production  of  the  fruits  of  the  earth  increases, 
cseteris  paribus,  with  every  increase  of  the  demand,"  and:  "No  tend- 
ency of  a  like  kind  exists  with  respect  to  manufactured  articles.  The 
tendency  is  in  the  contrary  direction.  The  larger  the  scale  on  which 
manufacturing  operations  are  carried  on,  the  more  cheaply  they  can 
in  general  be  performed."  However,  he  disagreed  with  Senior  about 
the  latter  being  a  universal  rule:  "Mr.  Senior  has  gone  the  length  of 
enunciating  as  an  inherent  law  of  manufacturing  industry,  that  in  it 
increased  production  takes  place  at  a  smaller  cost,  while  in  agricultural 
industry  increased  production  takes  place  at  a  greater  cost.  I  cannot 
think,  however,  that  even  in  manufactures,  increased  cheapness  fol- 
lows increased  production  by  anything  amounting  to  a  law.  It  is  a 
probable  and  usual,  but  not  a  necessary,  consequence."27 

Mill  listed  several  factors  which  he  thought  operated  to  check  the 
decline  of  profits  which  he  visualized.28  These  included  the  waste  of 
capital  in  business  crises  (see  Chapter  8  of  this  book);  "improve- 
ments in  production";  "the  acquisition  of  any  new  power  of  obtaining 
cheap  commodities  from  foreign  countries";  and  (in  the  case  of  a 
country  where  the  rate  of  profit  is  declining  because  its  capital  is 
increasing  faster  than  that  of  other  countries)  the  "outflow  of  capital 
into  colonies  or  foreign  countries,  to  seek  higher  profits  than  can  be 
obtained  at  home."  On  the  last  point,  Mill  said  that,  as  the  rate  of 
profit  declined  in  the  older  countries,  capital  flowed  from  them  to  the 
newer  ones,  where  the  rate  of  profit  was  higher.  It  may  be  mentioned 
that,  in  Mill's  time,  large  British  investments  were  being  made  in  the 
United  States.  Finally,  Mill  said: 

We  may  conclude,  then,  that  improvements  in  production,  and  emigra- 
tion of  capital  to  the  more  fertile  soils  and  unworked  mines  of  the  unin- 
habited or  thinly  peopled  parts  of  the  globe,  do  not,  as  appears  to  a 
superficial  view,  diminish  the  gross  produce  and  the  demand  for  labour 
at  home,  but,  on  the  contrary,  are  what  we  have  chiefly  to  depend  on  for 

27  Ibid.,  Chap.  2,  Sec.  2.  "  Ibid.,  Bk.  4,  Chap.  4. 
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increasing  both,  and  are  even  necessary  conditions  for  any  great  or  pro- 
longed augmentation  of  either.29 

In  other  words,  the  escape  was  to  the  untapped  resources  of  overseas 
countries. 

The  subject  of  diminishing  returns  was  to  plague  British  economics 
through  the  entire  nineteenth  century.  The  cost  of  food  declined,  amid 
complaints  from  farmers  and  signs  of  rural  distress,  but  students  of 
economics  read  Mill's  book  and  his  attitude  on  the  problem  of  dimin- 
ishing returns  in  relation  to  population  growth  remained  orthodox 
throughout  the  century. 

29  Ibid.,  Chap.  5,  Sec.  2. 
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CLASSICAL  ECONOMICS 

AFTER  SMITH: 

(2)  THEORIES 

OF  VALUE 

AND  DISTRIBUTION 


RICARDO 

David  Ricardo's  book,  The  Principles  of  Political  Econ- 
omy and  Taxation,  was  first  published  in  1817,  with  revised  versions 
appearing  in  1819  and  1821.  The  stated  purpose  of  the  book  was  to 
remedy  the  shortcomings  of  the  writings  of  Smith,  Say,  and  others  as 
they  dealt  with  the  laws  which  regulate  distribution,  or  "the  propor- 
tions of  the  whole  produce  of  the  earth  which  will  be  allotted"  to  each 
of  three  classes  in  the  community,  the  proprietors  of  land,  the  owners 
of  capital,  and  the  laborers,  "under  the  names  of  rent,  profit,  and 
wages."1 


VALUE 

The  first  chapter  of  Ricardo's  book  dealt  with  value. 
Ricardo  stated  that  utility  was  necessary  to  value  but  did  not  measure 
value:  "Possessing  utility,  commodities  derive  their  exchangeable  value 

1  The  Principles  of  Political  Economy  and  Taxation    (1st  ed.;   London,    1817), 
preface. 
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from  two  sources:  from  their  scarcity,  and  from  the  quan_tity_qf  labour 
required  to  obtain  them."  Ricardo  noted  that  there  were  some  com- 
modities whose  value  was  determined  by  scarcity  alone;  "rare  statues 
and  pictures,  scarce  books  and  coins,  wines  of  a  peculiar  quality," 
were  in  this  category.  Such  goods,  however,  formed  a  very  small  pro- 
portion of  the  total  mass  of  the  commodities  which  were  exchanged 
in  markets.  Hence,  Ricardo  said  that,  in  speaking  of  the  value  of 
commodities,  "we  mean  always  such  commodities  only  as  can  be  in- 
creased in  quantity  by  the  exertion  of  human  industry,  and  on  the 
production  of  which  competition  operates  without  restraint."  This 
limitation  no  doubt  was  less  important  in  Ricardo's  time  than  it 
would  be  in  our  own  but,  as  we  shall  see  later  in  this  chapter,  it  did 
not  go  uncriticized  even  in  the  classical  period. 

Discussing  Adam  Smith's  views  on  value,  Ricardo  judged  Smith  as 
correct  in  saying  that  "the  proportion  between  the  quantities  of  labour 
necessary  for  acquiring  different  objects  seems  to  be  the  only  circum- 
stance which  can  afford  any  rule  for  exchanging  them  for  one  an- 
other."2 Ricardo  criticized  Smith  for  not  sticking  to  this  explanation  of 
value.  As  we  have  seen,  when  Smith  talked  of  labor  in  relation  to 
value,  he  did  not  claim  that  labor  determined  market  value  under 
existing  conditions.  Ricardo  roundly  asserted,  however,  in  the  heading 
of  Section  1  of  his  Chapter  1,  that: 

The  value  of  a  commodity,  or  the  quantity  of  any  other  commodity  for 
which  it  will  exchange,  depends  on  the  relative  quantity  of  labour  which 
is  necessary  for  its  production,  and  not  on  the  greater  or  less  compensation 
which  is  paid  for  that  labour. 

Ricardo's  comparison  was  between  two  ways  of  looking  at  cost  of 
production,  not  between  cost  of  production  and  a  market  value  which 
differed  from  cost. 

The  fact  that  there  were  different  qualities  of  labor  did  not  present 
a  serious  problem,  in  Ricardo's  opinion: 

The  estimation  in  which  different  qualities  of  labour  are  held  comes 
soon  to  be  adjusted  in  the  market  with  sufficient  precision  for  all  practical 
purposes,  and  depends  much  on  the  comparative  skill  of  the  labourer  and  in- 
tensity of  the  labour  performed.  The  scale,  when  once  formed,  is  liable  to  lit- 
tle variation.  If  a  day's  labour  of  a  working  jeweller  be  more  valuable  than  a 
day's  labour  of  a  common  labourer,  it  has  long  ago  been  adjusted  and  placed 
in  its  proper  position  in  the  scale  of  value.3 

Labor  expended  on  production  included  that  used  to  prepare  and 
transport  the  raw  materials  and  to  construct  the  equipment  necessary 

2  Ibid.,  Chap.  1,  Sec.  1.  3  Ibid.,  Chap.  1,  Sec.  2. 
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for  the  production  process.  Thus,  the  labor  involved  in  producing 
cotton  stockings  includes  that  employed  in  growing  the  cotton  and 
conveying  it  to  the  place  in  which  the  stockings  were  manufactured, 
"which  includes  a  portion  of  the  labour  bestowed  in  building  the  ship 
in  which  it  is  conveyed,"  the  labor  of  the  spinner  and  weaver,  and  "a 
portion  of  the  labour  of  the  engineer,  smith,  and  carpenter,  who 
erected  the  buildings  and  machinery"  used  in  manufacturing  the 
stockings.  Capital  thus  became  past  labor  and  Ricardo  was  able  to  say: 
"Not  only  the  labour  applied  immediately  to  commodities  affect  their 
value,  but  the  labour  also  which  is  bestowed  on  the  implements,  tools, 
and  buildings,  with  which  such  labour  is  assisted."4 

Ricardo's  chapter  on  value  contained  only  part  of  his  theory  on 
that  subject.  In  that  chapter,  he  was  following  Locke  in  seeking  a 
fundamental  explanation  of  differences  in  the  value  of  the  various 
commodities;  and  he  found  this  in  labor.  He  followed  Locke  also  in 
distinguishing  between  fundamental  and  short-run  or  market  factors. 
In  Chapter  4  of  his  book,  entitled  "Of  Natural  and  Market  Price," 
Ricardo  said  that  the  rule  that  differences  in  value  depended  on  com- 
parative quantities  of  labor  did  not  exclude  accidental  or  temporary 
variations.  He  illustrated  this  by  supposing  that  a  change  in  fashion 
raised  the  demand  for  silks  and  lessened  that  for  woolens.  Capital 
and  labor  would  be  transferred  from  one  of  these  products  to  the 
other,  until  the  usual  returns  were  obtained  again  from  the  manu- 
facture of  each  of  them.  Further,  as  we  shall  see,  in  his  chapter  on 
rent  Ricardo  made  it  clear  that  the  labor-value  about  which  he  was 
talking  in  connection  with  fundamental  or  long-run  value  was  not 
any  or  all  labor  cost  but  only  that  on  the  margin  of  cultivation.  And, 
while  formally  in  his  chapter  on  value  he  identified  capital  with 
labor,  as  Locke  had  done,  elsewhere  he  suggested  that  capital  may 
be  more  than  labor.  Thus,  Ricardo's  value  theory  can  be  said  to  reach 
toward  a  more  modern  theory  of  the  marginal  cost  of  production 
than  it  can  be  properly  regarded  as  a  simple  labor  theory. 


RENT 

Ricardo  examined  rent  in  his  second  chapter.  He 
said  that  it  was  compensation  paid  to  the  owner  of  land  "for  the  use  of 
the  original  and  indestructible  powers  of  the  soil."  He  assumed  that 
land  existed  in  three  qualities.  In  a  new  country,  "where  there  is  an 

*  Ibid.,  Chap.  1,  Sec.  3,  heading. 
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abundance  of  fertile  land  compared  with  the  population,"  it  would 
only  be  necessary  to  cultivate  the  best  land.  Ricardo  went  on  to  say 
that,  so  long  as  only  the  best  quality  land  was  cultivated,  the  "whole 
net  produce  will  belong  to  the  cultivator,"  that  is  to  say  there  would 
be  no  rent.  "As  soon  as  population  has  so  far  advanced  as  to  make  it 
necessary"  to  cultivate  land  of  the  second  quality,  however,  rent  would 
commence  on  land  of  the  first  or  best  quality,  because  farmers  would 
have  their  choice  between  the  two  qualities  of  land;  it  was  only  when 
the  difference  in  productivity  between  the  two  was  paid  as  rent  that 
the  two  qualities  would  appear  equally  attractive  to  the  farmers.  A 
further  increase  in  population  would  cause  land  of  the  third  or  poorest 
quality  to  be  cultivated.  Rent  now  would  be  paid  on  land  of  the  sec- 
ond or  middle  quality,  and  there  would  be  a  corresponding  increase 
in  the  rent  paid  for  the  first-quality  land.  Thus,  despite  a  matter  of 
history  which  is  discussed  in  the  preceding  chapter  and  also  later  in 
the  present  one,  Ricardo  can  be  considered  to  have  improved  on 
Smith,  who  does  not  seem  to  have  been  free  from  the  supposition  that 
rent  was  paid  on  all  cultivated  land,  as  the  physiocrats  had  thought 
before  him. 

Later  in  his  book,  Ricardo  made  a  comment  which  may  help  to 
explain  why  the  physiocrats  believed  that  all  land  bore  rent.  Even 
poor  land  often  had  been  improved  and  rent  then  was  paid  for  the 
permanent  improvements : 

In  a  former  part  of  this  work  I  have  noticed  the  difference  between 
rent,  properly  so  called,  and  the  remuneration  paid  to  the  landlord  under 
that  name  for  the  advantages  which  the  expenditure  of  his  capital  has 
procured  to  his  tenant.  ...  As  a  part  of  this  capital,  when  once  expended 
on  the  improvement  of  a  farm,  is  inseparably  amalgamated  with  the  land, 
and  tends  to  increase  its  productive  powers,  the  remuneration  paid  to  the 
landlord  for  its  use  is  strictly  in  the  nature  of  rent,  and  is  subject  to  all 
the  laws  of  rent.5 

That  is  to  say,  the  depenses  foncieres  or  "land  expenses"  of  the  physio- 
crats commanded  rent,  as  well  as  the  original  qualities  of  the  soil. 
Ricardo  thus  expanded  his  definition  of  rent.  Where,  in  his  chapter  on 
that  subject,  he  had  said  that  rent  was  paid  for  the  use  of  "the  original 
and  indestructible  powers  of  the  soil,"  he  now  added  that  qualities 
which  were  not  original  in  the  soil  also  commanded  rent,  provided 
they  were  permanent  or  indestructible.  The  benefit  resulting  from 
buildings,  for  instance,  required  renewal  of  the  buildings  for  its  con- 

5  Ibid.,  Chap.  18.  Footnote. 

153 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

tinuance,  and  therefore  did  not  "obtain  for  the  landlord  any  permanent 
addition  to  his  real  rent."6  Alfred  Marshall  later  was  to  use  the  term 
"quasi  rent"  to  include  the  temporary  rent  obtained  by  the  owner  of 
improvements  which  in  due  course  would  require  renewal. 

As  Sir  William  Petty  had  done  before  him,  Ricardo  said  that  the 
extension  of  cultivation  to  poorer  soil  would  be  accompanied  by  more 
intensive  cultivation  of  the  better  land: 

It  often,  and,  indeed,  commonly  happens,  that  before  [qualities]  No.  2, 
3,  4,  or  5,  or  the  inferior  lands  are  cultivated,  capital  can  be  employed 
more  productively  on  those  lands  which  are  already  in  cultivation.  It  may 
perhaps  be  found  that  by  doubling  the  original  capital  employed  on  No.  1, 
though  the  produce  will  not  be  doubled,  will  not  be  increased  by  100 
quarters  [a  quarter  is  eight  bushels],  it  may  be  increased  by  eighty-five 
quarters,  and  that  this  quantity  exceeds  what  can  be  obtained  by  employing 
the  same  capital  on  land  No.  3.7 

Ricardo  thus  offered  a  theory  to  the  effect  that  the  size  of  the  popula- 
tion and  the  resulting  scale  of  the  demand  for  food  determined  (1) 
how  far  cultivation  would  extend  to  poorer  land  and  (2)  how  far  the 
expenditure  of  capital  would  be  pushed  on  better  land.  The  value  of 
the  produce  in  each  case  was  the  labor-cost  where  this  cost  was  at  its 
greatest. 

In  criticism,  it  may  be  said  that  Ricardo's  theory  on  this  subject  is 
characterized  by  its  logic  rather  than  by  its  historical  foundation.  If 
conditions  were  to  remain  stable,  and  farmers  were  to  know  before- 
hand which  is  the  superior  land,  presumably— motivated  by  self-in- 
terest—they would  act  as  Ricardo  described.  However,  the  history  of 
land  settlement  shows  that,  while  sometimes  farmers  are  found  "squat- 
ting" on  land  which  they  have  chosen  ahead  of  the  general  settlement, 
very  usually  the  more  accessible  land  has  been  settled  first,  without 
anything  like  as  much  regard  to  quality  as  Ricardo  seemed  to  suppose. 
In  other  words,  the  enlightened  self-interest  which  Ricardo  assumed 
here  as  elsewhere  in  his  economics  has  not  always  been  apparent  in 
practice,  or  other  factors  (such  as  desire  for  social  contacts)  entered 
into  the  matter. 

Ricardo  proceeded  to  apply  a  conclusion  which  he  had  reached 
from  his  examination  of  rent  to  the  value  of  all  commodities : 

The  exchangeable  value  of  all  commodities,  whether  they  be  manu- 
factured, or  the  produce  of  the  mines,  or  the  produce  of  land,  is  always 
regulated,  not  by  the  less  quantity  of  labour  that  will  suffice  for  their 
production  under  circumstances  highly  favourable,  and  exclusively  enjoyed 

a  Ibid.  7  Ibid.,  Chap.  2. 
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by  those  who  have  peculiar  facilities  of  production;  but  by  far  the  greater 
quantity  of  labour  necessarily  bestowed  on  their  production,  by  those  who 
have  no  such  facilities;  by  those  who  continue  to  produce  them  under  the 
most  unfavourable  circumstances;  meaning— by  the  most  unfavourable  cir- 
cumstances, the  most  unfavourable  under  which  the  quantity  of  produce 
required  renders  it  necessary  to  carry  on  the  production.8 

A  general  application  of  this  theory,  such  as  that  made  here,  raises 
an  issue  which  has  been  discussed  in  Chapter  6.  Could  the  production 
of  nonagricultural  commodities  be  extended  under  different  cost  con- 
ditions than  those  which  apply  to  the  products  of  agriculture?  In 
Chapter  6,  it  has  been  shown  that  Ricardo  agreed  with  Malthus  and 
West  in  supposing  that,  whereas  agricultural  production  could  only 
be  extended  subject  to  increasing  cost,  with  manufactured  goods 
expansion  lowered  production  cost.  How  this  view  was  intended  to 
be  reconciled  with  the  passage  just  quoted,  Ricardo  did  not  make 
clear.  At  the  end  of  the  century,  Alfred  Marshall  distinguished  be- 
tween a  relatively  short  production  period,  in  which  a  fixed  plant  was 
involved,  and  a  production  period  long  enough  for  the  plant  to  wear 
out  and  require  replacement.  According  to  Marshall,  production  could 
be  increased  under  rising  cost  conditions  in  the  shorter  of  these  pe- 
riods, even  though  costs  declined  with  expansion  of  output  in  the 
longer  run.  Ricardo's  theory  purported  to  refer  to  the  long  run,  how- 
ever, so  the  explanation  given  by  Marshall  subsequently  would  not 
have  been  open  to  him,  even  if  he  had  thought  of  it. 


WAGES 

Ricardo  offered  a  subsistence^theory  of  wages,  as  we 
have  seen  in  Chapter  6,  but  he  visualized  short-run  discrepancies 
between  the  wage  and  the  subsistence  level.  The  natural  price  of  labor 
was  thejmiounj^jgedejlfor  subsistence,  but  there  were  short-term  fluc- 
tuations  on  either  side  of  the  natural  rate.  This  condition  was  explained 
by  the  lag  of  population  movements  behind  changes  in  wages.  If  the 
market  rate  of  wages  exceeded  its  natural  rate,  the  worker  was  tempo- 
rarily "flourishing  and  happy,"  his  wage  commanding  "a  greater  pro- 
portion of  the  necessaries  and  enjoyments  of  life."  But,  with  the 
"encouragement  which  high  wages  give  to  the  increase  of  population, 
the  number  of  labourers  is  increased,  wages  again  fall  to  their  natural 
price,  and  indeed  from  a  reaction  sometimes  fall  below  it."9 

8  Ibid.  s  Ibid.,  Chap.  5. 
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As  was  mentioned  in  Chapter  6,  the  subsistence  standard  which 
Ricardo  had  in  view  was  not  limited  strictly  to  physical  needs  but 
included  items  that  had  become  essential  through  habit.  Ricardo 
pointed  out  that  many  of  the  conveniences  enjoyed  in  an  English 
cottage  in  his  day  would  have  been  considered  luxuries  in  an  earlier 
generation.  Nevertheless,  he  held  to  the  view  that  population  would 
continue  to  press  on  the  food  supply,  with  the  only  remedies  "either 
a  reduction  of  people  or  a  more  rapid  accumulation  of  capital."  In 
"rich  countries,"  where  the  fertile  land  was  all  cultivated,  the  latter 
remedy  (i.e.,  increased  capital  accumulation)  was  "neither  very  prac- 
ticable nor  very  desirable,"  because  it  would  "render  all  classes  equally 
poor."  In  "poor  countries,"  where  much  fertile  land  remained  unculti- 
vated, more  capital  accumulation  was  desirable,  because  it  would 
"elevate  all  classes  of  the  people."  In  general:  "In  the  natural  advance 
of  society,  the  wages  of  labour  will  have  a  tendency  to  fall .  .  .  for  the 
supply  of  labourers  will  continue  to  increase  at  the  same  rate,  whilst 
the  demand  for  them  [i.e.,  the  capital  or  wages  fund,  which  was  the 
source  of  wages]  will  increase  at  a  slower  rate."10 

It  is  in  Ricardo's  chapter  on  wages  that  we  find  his  version  of  the 
theory  of  "progress"  which  was  discussed  in  connection  with  John 
Stuart  Mill  (see  Chapter  6).  Ricardo  assumed  that  the  subsistence  of 
workers  largely  represented  goods  whose  labor-costs  of  production 
necessarily  increased  with  the  growth  of  population.  Rents  would 
rise,  as  production  extended  to  poorer  land;  wages  must  at  least  cover 
a  minimum  of  subsistence;  hence,  profit  would  have  to  fall,  bearing 
the  increase  in  production  costs.  Ricardo's  statement  to  the  effect  that 
the  wages  of  labor  would  tend  to  fall  as  society  advanced  does  not 
seem  entirely  consistent  with  his  view  that  wages  must  cover  sub- 
sistence, unless  it  be  supposed  that  there  was  a  certain  amount  of 
"slack"  in  the  wage-subsistence  rate  which  could  be  "taken  up"  as 
society  advanced;  Ricardo  did  not  say  this.  Nevertheless,  the  statement 
was  one  of  the  germs— probably  the  main  germ— for  the  ideas  of  critics 
of  the  existing  social  system  like  Rodbertus,  who  spoke  of  the  wage  as 
being  a  diminishing  share  of  the  total  product  of  a  capitalist  society. 
It  is  a  matter  of  record  that,  in  such  countries  as  Britain,  Germany, 
and  the  United  States,  the  share  of  the  wage  earner  has  not  diminished 
over  the  period  for  which  statistics  are  available;  that  the  subsistence 
of  the  workers  has  progressively  included  more  and  more  nonagricul- 
tural  products;  and  that  the  labor-costs  of  farm  production  have  les- 
10  Ibid. 
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sened,  not  increased,  over  the  years.  To  date,  as  a  view  of  history  in 
these  countries,  Ricardo's  dismal  theory  of  economic  "progress"  has 
been  disproved  by  the  march  of  events. 

An  interesting  feature  of  Ricardo's  Principles  of  Political  Economy 
and  Taxation  is  the  view  expressed  by  its  author  on  the  effect  of 
machinery  on  the  demand  for  labor  and  on  wages.11  Ricardo  admitted 
that  he  had  changed  his  mind  on  this  subject,  at  least  to  some  extent. 
Previously,  he  had  supposed  that  the  introduction  of  labor-saving 
machinery  was  a  general  benefit,  tempered  only  by  the  inconvenience 
attending  the  transfer  of  capital  and  labor  from  one  employment  to 
another.  The  benefit  would  come  through  lower  prices  and  it  would 
be  shared  by  all  classes  of  the  community,  landlords,  capitalists,  and 
wage  earners.  Ricardo  now  said  that  he  was  mistaken  in  his  previous 
assumption  that  the  total  income  of  the  society  would  remain  at  the 
same  level.  He  believed  now  that  there  were  at  least  temporary  situ- 
ations in  which  this  might  not  occur.  Commodities  might  be  furnished 
"for  which  no  one  had  the  means  of  paying,  or  for  which  there  was  no 
demand,"  and  therefore  they  "might  cease  to  be  produced."  Ricardo 
here  seems  to  have  gone  at  least  part  of  the  way  toward  accepting  the 
position  taken  by  Robert  Owen  (see  Chapter  8). 

COMPARATIVE   COSTS   IN   INTERNATIONAL   TRADE 

Ricardo  said  that  the  labor  basis  of  valuation  of  com- 
modities exchangedTor^each  other,  as  stated  for  goods  produced  in 
the  same  country,  was  inapplicable  to  exchange  between  different 
countries.  He  used  an  example  of  English  cloth  being  exchanged  for 
Portuguese  wine: 

The  quantity  of  wine  which  she  [i.e.,  Portugal]  shall  give  in  exchange 
for  the  cloth  of  England  is  not  determined  by  the  respective  quantities  of 
labour  devoted  to  the  production  of  each,  as  it  would  be  if  both  commodi- 
ties were  manufactured  in  England,  or  both  in  Portugal. 

England  may  be  so  circumstanced  that  to  produce  the  cloth  may  require 
the  labour  of  100  men  for  one  year;  and  if  she  attempted  to  make  the 
wine,  it  might  require  the  labour  of  120  men  for  the  same  time.  England 
would  therefore  find  it  her  interest  to  import  wine,  and  to  purchase  it  by 
the  exportation  of  cloth. 

To  produce  the  wine  in  Portugal  might  require  only  the  labour  of  80 
men  for  one  year,  and  to  produce  the  cloth  in  the  same  country  might 
require  the  labour  of  90  men  for  the  same  time.  It  would  therefore  be 

"Ibid.  (3rd  ed.;  1821),  Chap.  31. 
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advantageous  for  her  to  export  wine  in  exchange  for  cloth  ....  Though 
she  could  make  the  cloth  with  the  labour  of  90  men,  she  would  import  it 
from  a  country  where  it  required  the  labour  of  100  men  to  produce  it, 
because  it  would  be  advantageous  to  her  rather  to  employ  her  capital  in 
the  production  of  wine,  for  which  she  would  obtain  more  cloth  from 
England,  than  she  could  produce  by  diverting  a  portion  of  her  capital  from 
the  cultivation  of  vines  to  the  manufacture  of  cloth.12 

Ricardo  commented  on  this  example:  "It  would  undoubtedly  be 
advantageous  to  the  capitalists  of  England,  and  to  the  consumers  in 
both  countries,  that  under  such  circumstances  the  wine  and  the  cloth 
should  both  be  made  in  Portugal."  What  prevented  this  was  the 
immobility  of  capital  and  labor  between  the  two  countries.  This 
immobility  was  due  to  "the  fancied  or  real  insecurity  of  capital,  when 
not  under  the  immediate  control  of  its  owner,  together  with  the 
natural  disinclination  which  every  man  has  to  quit  the  country  of  his 
birth  and  connections,  and  intrust  himself,  with  all  his  habits  fixed, 
to  a  strange  government  and  new  laws."13 


SPECIE   FLOW 

Already,  Ricardo  had  investigated  the  flow  of  specie 
between  countries,  having  published  The  High  Price  of  Bullion,  a 
Proof  of  the  Depreciation  of  Bank  Notes,  in  1809.  In  that  work, 
Ricardo  said  that  gold  was  only  exported  when  such  export  afforded 
a  cheaper  way  of  paying  for  imported  goods  than  was  available  by 
exporting  other  goods.  He  applied  this  rule  in  his  Principles  of  Polit- 
ical Economy  and  Taxation  to  the  example  of  English-Portuguese 
trade  in  cloth  and  wine.  If  goods  were  not  exported  in  sufficient  quan- 
tity to  pay  for  the  goods  imported,  gold  must  be  exported.  The 
diminution  of  money  in  the  one  country  and  its  increase  in  the  other 
would  lower  prices  in  the  one  and  raise  them  in  the  other.  He  went  on: 

It  is  thus  that  the  money  of  each  country  is  apportioned  to  it  in  such 
quantities  only  as  may  be  necessary  to  regulate  a  profitable  trade  of  barter. 
England  exported  cloth  in  exchange  for  wine  because,  by  so  doing,  her 
industry  was  rendered  more  productive  to  her;  she  had  more  cloth  and 
wine  than  if  she  had  manufactured  both  for  herself;  and  Portugal  imported 
cloth  and  exported  wine  because  the  industry  of  Portugal  could  be  more 
beneficially  employed  for  both  countries  in  producing  wine." 

The  quantity  of  specie  distributed  itself  over  the  various  countries  in 
accordance  with  this  rule.  "Thus,  then,  it  appears  that  the  improve- 

12 Ibid.,  Chap.  7.  "Ibid.  "Ibid. 
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ment  of  a  manufacture  in  any  country  tends  to  alter  the  distribution 
of  the  precious  metals  amongst  the  nations  of  the  world."15 

Ricardo's  theory  of  the  value  of  the  precious  metals  was  that  which 
Petty  had  anticipated.  "Gold  and  silver,  like  all  other  commodities, 
are  valuable  only  in  proportion  to  the  quantity  of  labour  necessary  to 
produce  them  and  bring  them  to  market.  Gold  is  about  fifteen  times 
dearer  than  silver  .  .  .  solely  because  fifteen  times  the  quantity  of 
labour  is  necessary  to  procure  a  given  quantity  of  it."lli 

INFLATION 

The  High  Price  of  Bullion  dealt  with  a  contemporary 
problem.  During  the  Napoleonic  Wars,  the  British  price  level  had  risen 
considerably.  Paper  currency  was  no  longer  convertible  into  gold  at  a 
fixed  price  on  demand,  and  the  gold  value  of  the  British  paper  pound 
had  declined:  hence  the  term  "high  price  of  bullion."  Ricardo  sought 
to  explain  this  phenomenon  and  furnish  a  remedy.  He  turned  to  the 
quantity  theory  of  money  and  said  that  the  price  level  had  risen  be- 
cause of  the  increased  issue  of  bank  notes.  The  remedy  which  he 
proposed  was  that  the  Bank  of  England  should  gradually  reduce  its 
note  issue  until  the  premium  on  gold  (i.e.,  the  excess  of  the  market 
price  above  the  previous  parity  rate)  had  disappeared.  Following  the 
end  of  the  war,  this  course  was  taken. 

Another  recommendation  made  by  Ricardo,  however,  was  not  put 
into  operation  until  more  than  a  century  afterward,  when  Britain 
returned  to  the  gold  standard  following  World  War  I.  In  a  pamphlet 
entitled  Proposals  for  an  Economical  and  Secure  Currency,  with 
Observations  on  the  Profits  of  the  Bank  of  England  as  they  regard  the 
Public  and  the  Proprietors  of  Bank  Stock  (1816),  Ricardo  suggested 
the  establishment  of  a  gold  bullion  standard,  that  is,  a  system  in  which 
circulating  paper  notes  would  be  convertible  only  into  gold  bars.  This 
would  make  gold  available  for  large  (especially  foreign)  payments 
and  therefore  preserve  the  gold  value  of  the  notes  without  its  being 
necessary  to  incur  the  cost  of  an  internal  gold  circulation. 

COMPETITION   AND   MONOPOLY 

Before  leaving  the  various  theories  of  Ricardo,  some- 
thing should  be  said  of  his  concentration  on  competitive  conditions. 
15  Ibid.  16  Ibid.,  Chap.  27. 
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Adam  Smith  had  said  a  great  deal  about  what  economists  now 
would  call  imperfect  competition  and  monopoly.  He  spoke  of  public 
mourning  raising  the  price  of  black  cloth,  of  which  only  a  limited 
supply  was  available  on  the  market.  Smith  also  referred  to  traders 
being  able  to  keep  exceptional  profits  secret  "for  several  years  to- 
gether," so  that  they  "may  for  so  long  enjoy"  these  profits,  "without 
any  new  rivals."17  Smith  believed  that  collusion  among  apparent  com- 
petitors was  common;  and  he  was  very  cynical  with  regard  to  the 
behavior  of  businessmen.  "People  of  the  same  trade  seldom  meet  to- 
gether, even  for  merriment  and  diversion,  but  the  conversation  ends 
in  a  conspiracy  against  the  public,  or  in  some  contrivance  to  raise 
prices,"18  he  said.  Usually,  however,  what  Smith  had  in  mind  when  he 
spoke  of  monopoly  was  a  favored  market  position  given  to  a  trading 
company  or  a  group  of  individuals  by  government  regulation,  the 
possession  of  a  secret  process,  or  similar  condition. 

It  will  be  noted  that  Ricardo,  in  his  Principles  of  Political  Econ- 
omy and  Taxation,  despite  his  stated  intention  of  considering  only 
competitive  conditions,  gave  special  attention  to  international  values, 
which  he  admitted  were  in  some  respects  noncompetitive.  He  assumed 
that  capital  and  labor  could  flow  freely  between  the  different  occupa- 
tions in  the  same  country,  but  that  they  could  not  flow  freely  between 
countries;  he  assumed  that  goods,  on  the  other  hand,  could  flow  freely 
between  countries.  It  can  be  granted  that  the  degree  of  specialization 
of  employment  was  smaller  in  Ricardo's  time  than  in  our  own,  but  it 
must  often  have  been  easier  even  then  for  a  highly  specialized  person 
to  move  his  labor  from  one  country  to  another,  keeping  the  same 
occupation,  than  to  shift  occupations  within  the  same  country.  This 
was  particularly  true  of  the  British  people,  who,  if  they  could  not 
easily  become  Portuguese,  had  much  less  difficulty  in  becoming 
Americans  or  Canadians. 

Samuel  Bailey  (1791-1870)  criticized  Ricardo's  theory  of  value  for 
its  neglect  of  monopoly.  Bailey  was  an  Englishman  of  some  wealth 
who  studied  economics  because  of  his  interest  in  public  affairs.  He 
wrote  a  book  called  A  Critical  Dissertation  on  the  Nature,  Measure, 
and  Causes  of  Value:  Chiefly  in  Reference  to  the  Writings  of  Mr. 
Ricardo  and  His  Followers  (1825).  Bailey  classified  goods  into  three 
groups:  (1)  those  whose  production  was  monopolized,  (2)  those  in 
whose  production  some  persons  possessed  advantages  over  others,  so 

17  Wealth  of  Nations,  Bk.  1,  Chap.  7. 
"Ibid.,  Bk.  1,  Chap.  10,  Pt.  2. 
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that  production  could  not  be  extended  except  at  greater  cost,  and 
( 3 )  those  in  whose  production  competition  operated  without  restraint. 
Bailey  put  grain  in  the  second  category— the  case  of  diminishing 
returns,  with  which  Ricardo  had  dealt.  Bailey's  third  class  covered 
goods  produced  under  conditions  of  what  now  would  be  called  con- 
stant returns  and  increasing  returns,  respectively.  This  class  could, 
in  the  long  run,  be  considered  to  include  manufactures,  according  to 
Ricardo's  theory,  although  Ricardo  was  not  entirely  consistent  on  this 
point,  as  we  have  seen.  Ricardo's  only  reference  to  the  first  of  Bailey's 
categories  was  his  mention  of  "rare  statues  and  pictures,"  etc.,  to  which 
reference  was  made  at  the  beginning  of  this  chapter. 

Value  Bailey  considered  to  be  a  relative  concept.  A  good  could  only 
have  value  with  reference  to  something  else.  He  looked  to  money  and 
not  labor  as  a  "measure"  of  value;  yet  he  said  that  money  was  a  very 
imperfect  measure  of  value  over  time.  It  will  be  remembered  that  the 
variability  of  the  value  of  goods  in  terms  of  money  over  time  was  one 
of  the  considerations  which  led  Adam  Smith  to  resort  to  a  labor 
theory  of  value. 


SENIOR    AND    MILL 


SENIOR   ON   CAPITAL 

Nassau  Senior's  contribution  to  value  theory  was 
to  furnish  a  broader  basis  for  cost  than  past  labor.  In  doing  so,  he 
changed  the  labor  theory  of  valuation  into  a  cost  of  production  theory. 
Senior  accomplished  this  by  making  capital  a  factor  of  production  in 
its  own  right,  instead  of  being  one  derived  from  labor.  Moreover, 
Senior  added  a  new  concept  in  bringing  about  this  change.  When 
capital  had  been  considered  as  past  labor,  it  merited  remuneration 
only  to  the  extent  that  labor  had  gone  into  the  production  of  the 
materials  and  equipment  which  constituted  the  capital.  Looking  at 
materials,  their  owner  could  expect  them  to  be  replaced  out  of  the 
product  to  which  they  gave  rise.  The  owner  could  expect  replacement 
of  long-lasting  equipment  over  its  working  life.  In  modern  terminol- 
ogy, the  owner  could  charge  a  depreciation  allowance. 

Senior  offered  a  justification  for  interest  on  capital  in  addition  to 
capital  replacement.  His  justification  was  abstinence,  which  he  defined 
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as  "the  conduct  of  a  person  who  either  abstains  from  the  unproductive 
use  of  what  he  can  command,  or  designedly  prefers  the  production  of 
remote  to  that  of  immediate  results."19  Adam  Smith's  distinction  be- 
tween productive  and  unproductive  labor  has  to  be  remembered  here. 
According  to  Senior,  a  person  who  had  command  over  goods  might 
choose  not  to  use  them  for  present  enjoyment  but  instead  for  the 
production  of  benefits  to  be  enjoyed  in  the  future.  Although  Senior 
spoke  of  abstinence  as  if  saving  were  a  sacrifice,  he  also  seemed  to  feel 
saving  was  its  own  reward.  He  said  that  the  vanity  of  members  of 
the  educated  classes  induced  them  to  save.  Ostentatious  spending 
would  lower  them  in  the  esteem  of  their  acquaintances,  whereas 
extensive  business  interests  and  a  strong  credit  standing  raised  them  in 
the  estimation  of  others.20 


INTEREST   AS    A    PRICE,    FROM   TURGOT   TO    SENIOR 

The  idea  of  interest  as  a  price  of  loans  of  money,  and 
of  the  rate  of  interest  as  being  governed  by  supply  and  demand,  is 
found  in  mercantilist  literature  and  appears  in  Smith's  Wealth  of 
Nations.  Turgot  referred  to  interest  as  the  price  of  "moveable  riches" 
or  "capitals,"  a  definition  more  comprehensive  than  one  limited  to  a 
loan  of  money.  David  Hume  had  related  the  rate  of  interest  to  three 
circumstances:  the  demand  for  loans,  the  profits  of  commerce,  and  the 
riches  available— by  which  he  seems  to  have  meant  the  volume  of 
saving.  Adam  Smith's  term  "parsimony"  appears  to  have  meant  much 
the  same  as  Senior's  word  "abstinence."  In  the  writings  of  Smith, 
interest  on  physical  capital  employed  in  production,  as  distinct  from 
money  borrowed,  was  not  differentiated  from  profit.  The  same  is  true 
of  Ricardo.  As  business  then  existed,  the  capital  provider  was  usually 
also  the  enterpriser  or  manager;  thus  it  seemed  appropriate  to  refer 
to  his  income  as  profit,  regardless  of  whether  it  accrued  from  his 
capital  or  from  his  management. 

When  considering  profits,  Ricardo  seemed  to  suppose  that  a  return 
of  some  sort  was  necessary  to  induce  a  supply  of  capital,  but  he  spoke 
of  "trouble"  and  "risk,"  and  not  of  a  reward  for  abstinence  or 
parsimony: 


19  Political  Economy,  p.  58. 

20  See  Industrial  Efficiency  and  Social  Economy,  ed.   S.   L.  Levy   (2  vols.;   New 
York:  Henry  Holt  &  Co.,  1928),  I,  67-69.    This  work  was  edited  from  Senior's 
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The  farmer  and  manufacturer  can  no  more  live  without  profit  than  the 
labourer  without  wages.  Their  motive  for  accumulation  will  diminish  with 
every  diminution  of  profit,  and  will  cease  altogether  when  their  profits 
are  so  low  as  not  to  afford  them  an  adequate  compensation  for  their  trouble, 
and  the  risk  which  they  must  necessarily  encounter  in  employing  their 
capital  productively.21 

In  his  chapter  on  value,  however,  Ricardo  made  a  very  interesting 
comment: 

It  is  hardly  necessary  to  say  that  commodities  which  have  had  the  same 
quantity  of  labour  bestowed  on  their  production  will  differ  in  exchangeable 
value  if  they  cannot  be  brought  to  market  in  the  same  time.22 

Ricardo  gave  an  arithmetical  example  of  two  enterprisers,  one  spend- 
ing ;£  1,000  in  each  of  two  years  to  bring  a  commodity  to  market  at 
the  end  of  the  second  year,  the  other  spending  ^2,000  in  one  year 
and  marketing  his  good  at  the  end  of  the  year.  The  first  received  ^310 
in  profit,  the  second  only  ^200.  Ricardo  said  nothing  here  of  trouble 
or  risk  but  only  that  "the  superior  price  of  one  commodity  is  owing 
to  the  greater  length  of  time  which  must  elapse  before  it  can  be 
brought  to  market."  He  said  that  the  extra  price  was  "only  a  just 
compensation  for  the  time  that  the  profits  were  withheld."  It  was  not 
far  from  this  to  Senior. 

Senior  clearly  thought  that,  just  as  the  worker  deserved  wages  for 
working,  so  the  saver  deserved  interest  because  he  saved.  As  Senior 
was  much  criticized  for  this  view,  and  Marx  refused  to  accept  it,  it 
may  be  pertinent  to  mention  that  in  Soviet  Russia  the  government 
banks  have  paid  workers  interest  on  their  savings. 

SENIOR   ON   VALUE 

In  opposition  to  the  labor  theory  of  value,  Senior 
pointed  out  that  labor's  claims  were  not  always  impressive;  value 
existed  sometimes  when  there  was  little  or  no  labor  involved  in 
obtaining  the  commodity: 

If,  while  carelessly  lounging  along  the  sea-shore,  I  were  to  pick  up  a 
pearl,  would  it  have  no  value?  Mr.  M'Culloch  would  answer,  that  the  value 
of  the  pearl  was  the  result  of  my  appropriative  industry  in  stooping  to  pick 
it  up.  Suppose  then  that  I  met  with  it  while  eating  an  oyster?  .  .  .  Or, 
suppose  that  meteoric  iron  were  the  only  form  in  which  that  metal 
were  produced,   would  not  the  iron  supplied  from  heaven  be  far  more 

21  Principles  of  Political  Economy  and  Taxation,  Chap.  6. 

22  Ibid.,  Chap.  1,  Sec.  4. 
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valuable  than  any  existing  metal?  It  is  true  that,  wherever  there  is  utility, 
the  addition  of  labour  as  necessary  to  production  constitutes  value,  because, 
the  supply  of  labour  being  limited,  it  follows  that  the  object,  to  the  supply 
of  which  it  is  necessary,  is  by  that  very  necessity  limited  in  supply.  But 
any  other  cause  limiting  supply  is  just  as  efficient  a  cause  of  value  in  an 
article  as  the  necessity  of  labour  to  its  production.  And,  in  fact,  if  all  the 
commodities  used  by  man  were  supplied  by  nature  without  any  intervention 
whatever  of  human  labour,  but  were  supplied  in  precisely  the  same  quan- 
tities as  they  now  are,  there  is  no  reason  to  suppose  either  that  they  would 
cease  to  be  valuable,  or  would  exchange  in  any  other  than  the  present 
proportions.23 

It  will  be  recalled  that  even  Ricardo  admitted  that,  in  exceptional 
cases  (which  he  said  could  be  neglected— rare  statues  and  pictures, 
etc. ) ,  value  was  not  related  to  labor.  Senior  now  asserted  that  it  was 
noHaJxirJiuLs^arjcitY^which  might  or  might  not  be  explained  by  labor, 
which  conferred  value. 

According  to  Senior,  abstinence  was  a  sacrifice,  like  labor,  and  the 
need  for  abstinence  was  an  obstacle  to  the  supply  of  goods,  as  well 
as  the  need  for  labor.  Hence,  in  speaking  of  the  price  of  commodities, 
Senior  said: 

Their  price,  therefore,  represents  the  aggregate  amount  of  the  labour 
and  abstinence  necessary  to  continue  their  production.  If  their  price  should 
fall  lower,  the  wages  or  the  profits  of  those  employed  in  their  production 
must  fall  below  the  average  remuneration  of  the  labour  and  abstinence 
that  must  be  undergone  if  their  production  is  to  be  continued.  In  time, 
therefore,  it  is  discontinued  or  diminished,  until  the  value  of  the  product 
has  been  raised  by  the  diminution  of  the  supply.  If  the  price  should  rise 
beyond  the  cost  of  their  production,  the  producers  must  receive  more  than 
an  average  remuneration  for  their  sacrifices.  As  soon  as  this  has  been  dis- 
covered, capital  and  industry  flow  towards  the  employment  which,  by  this 
supposition,  offers  extraordinary  advantages.24 

Senior  was  visualizing  a  competitive  society.  Abstinence,  like  labor, 
had  to  be  paid  for  in  connection  with  the  production  of  one  particular 
commodity  in  such  a  society,  at  the  rate  which  it  commanded  in  the 
production  of  other  commodities.  If  not,  enterprisers  would  not  pro- 
duce the  good,  choosing  another  good  instead. 


MILL   ON    SAVING 

John  Stuart  Mill,  in  his  Principles  of  Political  Econ- 
omy, accepted  abstinence  along  with  labor  as  elements  of  production 

23  Political  Economy,  pp.  23-24.  M'Culloch  was  a  follower  of  Ricardo. 

24  Ibid.,  p.  101. 
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cost  but  he  changed  the  basis  of  stating  cost  from  real  cost  ( labor  and 
abstinence)  to  money  cost  (wages  and  profit).  Mill  examined  the 
factors  which  influenced  the  amount  of  saving.  He  said  that  the  fund 
from  which  saving  could  be  made  was  the  surplus  produce  of  labor 
which  remained  after  supplying  the  necessities  of  life  to  all  concerned 
in  production,  replacing  the  materials  used,  and  keeping  the  fixed 
capital  in  repair.  This  surplus  was  not  confined  to  rent  and  profit,  for 
"the  revenue  of  the  labourers  ...  if  this  exceeds  the  necessaries  of 
life  .  .  .  gives  them  a  surplus  which  they  may  either  expend  in  enjoy- 
ments or  save."25  It  will  be  recalled  that  Adam  Smith  made  a  similar 
statement.  Mill,  like  Smith,  did  not  assume  that  the  workers  necessarily 
received  wages  which  were  only  adequate  to  meet  physical  needs. 

Mill  went  on  to  say  that  the  amount  of  the  surplus  was  one  of  the 
elements  which  determined  the  volume  of  saving.  Another  was  the 
prospect  of  deriving  an  income  from  savings.  "The  greater  the  profit 
that  can  be  made  from  capital,  the  stronger  is  the  motive  to  its  accu- 
mulation," Mill  said.  Later,  this  view  was  controverted  by  William 
Lucas  Sargant  (1809-1889),  an  English  manufacturer  who  was  inter- 
ested in  economics  and  wrote  rather  voluminously  on  the  subject,  and 
(Henry  Charles)  Fleeming  Jenkin  (1833-1885),  an  engineering  pro- 
fessor at  Edinburgh  University.  They  pointed  out  that  the  higher  the 
interest  rate  the  less  the  amount  of  saving  required  to  accumulate  the 
same  amount  of  capital  or  provide  the  same  amount  of  income.  Sar- 
gant's  opinion  was  put  forward  in  his  Recent  Political  Economy 
(1867)  and  Jenkin's  in  an  article  on  "Trade  Unions:  How  Far 
Legitimate"  (1868). 

Mill  said  that  the  desire  to  accumulate  varied  among  different 
persons  and  communities.  Any  circumstance  enhanced  the  desire  to 
save  which  increased  the  probability  that  the  saver  or  others  for  whom 
he  cared  would  receive  future  enjoyment  from  the  savings— a  healthy 
climate  or  a  safe  occupation,  for  example.  Mill  praised  John  Rae 
( 1796-1872 )  for  what  he  had  said  on  this  matter  in  his  Statement  of 
Some  New  Principles  on  the  Subject  of  Political  Economy  (1834). 
Rae  was  a  Scotsman,  who,  having  studied  in  his  own  country,  moved 
to  Canada  and  became  a  teacher.  Subsequently  he  was  in  the  United 
States  and  still  later  in  the  Sandwich  Islands.  The  book  was  published 
in  the  United  States  during  his  Canadian  period.  Rae  developed  in  this 
book  a  time  preference  theory  of  interest,  which  in  some  respects 
anticipated  that  put  forward  subsequently  by  the  Austrian  economist, 
Eugen  von  Bohm-Bawerk  (see  Chapter  13  of  this  book).  Rae  had 
25  Bk.  1,  Chap.  11,  Sec.  1. 
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mentioned  some  of  the  factors  (such  as  healthy  climate  and  safe 
occupation )  to  which  Mill  referred  in  his  Principles  of  Political  Econ- 
omy, and  there  is  little  doubt  that  his  book  was  one  of  Mill's  main 
sources  of  inspiration  on  this  topic. 

THE   WAGES    FUND   IDEA   AND   ITS   ABANDONMENT 

Mill's  literary  lifetime  saw  the  abandonment  of  the 
idea  that  wages  were  paid  out  of  capital,  which  had  been  put  forward 
by  the  physiocrats  and  developed  by  Adam  Smith  and  David  Ricardo. 
"The  demand  of  those  who  live  by  wages,  it  is  evident,"  Smith  said, 
"cannot  increase  but  in  proportion  to  the  increase  of  the  funds  which 
are  destined  to  the  payment  of  wages."26  Ricardo  stated:  "Capital  is 
that  part  of  the  wealth  of  a  country  which  is  employed  in  production, 
and  consists  of  food,  clothing,  tools,  raw  materials,  machinery,  etc., 
necessary  to  give  effect  to  labour."27  James  Mill,  John  Stuart's  father, 
had  formulated  very  concisely  an  important  conclusion: 

Universally,  then,  we  may  affirm,  other  things  remaining  the  same,  that 
if  the  ratio  which  capital  and  population  bear  to  one  another  remains  the 
same,  wages  will  remain  the  same;  if  the  ratio  which  capital  bears  to  popula- 
tion increases,  wages  will  rise;  if  the  ratio  which  population  bears  to  capital 
increases,  wages  will  fall.28 

John  Stuart  Mill  defined  the  wages  fund  in  a  more  qualified  manner. 
Stating  that  wages  depended  on  the  proportion  between  population 
and  capital,  he  explained  that  "population"  meant  only  those  who 
worked  for  hire  and  "capital"  only  the  funds  which  were  expended  in 
paying  labor.  This  reduced  the  theory  to  little  more  than  a  tautology. 

Pointing  out  the  weakness  of  the  theory,  Nassau  Senior  said  that  the 
size  of  the  wages  fund  was  not  independent  of  the  productivity  of 
labor.29  Francis  Davy  Longe  (1831-1910),  attacked  the  wages  fund 
theory  in  a  publication  entitled  A  Refutation  of  the  Wage  Fund  The- 
ory of  Modern  Political  Economy  as  Enunciated  by  Mr.  Mill,  M.P., 
and  Mr.  Faivcett,  M.P.  (1866).  So  did  William  Thomas  Thornton 
( 1813-1880 )  in  his  work  On  Labour,  its  Wrongful  Claims  and  Rightful 
Dues;  its  Actual  Present  and  Possible  Future  (1869),  and  Francis 
Amasa  Walker  (1840-1897)  in  The  Wages  Question  (1876).  All  these 

-°  Wealth  of  Nations,  Bk.  1,  Chap.  8. 

27  Principles  of  Political  Economy  and  Taxation,  Chap.  5. 

28  Elements  of  Political  Economy  (London,  1821),  p.  28. 

29  See  Political  Economy,  pp.  173  ff. 
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men  argued  that  wages  did  not  come  from  a  predetermined  amount 
of  capital  but  were  really  paid  out  of  the  product  of  labor  itself.  Con- 
vinced by  their  arguments,  Mill  formally  abandoned  the  wages  fund 
theory  in  a  review  he  wrote  of  Thornton's  book. 

Longe  was  an  English  lawyer  and  government  official,  who  had  be- 
come interested  in  labor  unions.  Thornton,  like  Mill,  had  been  on  the 
staff  of  the  East  India  Company  and  he  shared  Mill's  interest  in 
economics.  Walker  was  an  American  who  had  served  in  the  Civil  War 
and  become  a  brigadier  general.  Afterward,  he  taught  economics  at 
Yale  University  and  subsequently  was  president  of  the  Massachusetts 
Institute  of  Technology.  What  made  the  wages  fund  theory  a  live 
issue  with  these  men  was  the  contemporary  growth  of  labor  unionism. 
The  announced  objective  of  the  unions  was  to  raise  wages  and  other- 
wise improve  the  conditions  of  the  workers  in  industry.  The  wages 
fund  theory  stated  that  the  wage  rate  was  given  by  a  formula  in  which 
the  amount  of  capital  was  divided  by  the  number  of  workers;  it  led 
to  the  conclusion  that  the  only  ways  of  raising  wages  were  to  increase 
the  amount  of  capital  or  reduce  the  number  of  workers.  To  accept 
this  view  was  to  conclude  that  labor  unions  could  accomplish  very 
little  so  far  as  the  workers  as  a  whole  were  concerned.  Abandonment 
of  the  wages  fund  theory  removed  the  opposition,  explicit  or  implicit, 
which  its  adherents  among  economists  had  displayed  to  the  activities 
of  the  unions.  It  also  opened  before  the  workers  a  vista  of  ever-rising 
wages  accompanying  increasing  productivity  of  labor. 

WAGE   DIFFERENCES 

John  Stuart  Mill's  treatment  of  wages  introduced  the 
element  of  labor  immobility.  Senior  had  referred  to  inequalities  of 
wages  and  profits  caused  by  the  difficulties  experienced  by  laborers 
and  capitalists  in  changing  from  one  employment  to  another.  Mill 
criticized  Smith  for  neglecting  such  difficulties  in  stating  his  wage 
theory.  "The  superiority  of  reward"  in  occupations  requiring  the  worker 
to  be  trustworthy,  which  Adam  Smith  had  ascribed  to  competition, 
was  "not  here  the  consequence  of  competition,  but  of  its  absence," 
according  to  Mill.  It  was  "an  extra  advantage;  a  kind  of  monopoly 
price,  the  effect  not  of  a  legal,  but  of  what  has  been  termed  a  natural 
monopoly."  Such  people  as  working  goldsmiths  were  able  to  command 
higher  wages  than  others  because  they  possessed  the  quality  of  being 
trustworthy,  which  was  not  supposed  to  be  possessed  by  others.  With 
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respect  to  skill,  Mill  said  that  there  was  "a  natural  monopoly  in  favor 
of  skilled  labourers  against  the  unskilled,  which  makes  the  difference 
of  reward  exceed,  sometimes  in  a  manifold  proportion,  what  is  suf- 
ficient merely  to  equalize  their  advantages."30  Education  or  social  rank 
also  conferred  monopoly  power  on  those  who  possessed  them  and 
sought  to  sell  their  labor  in  markets  where  these  attributes  gave  their 
possessors  an  advantage. 

Mountifort  Longfield  (1802-1884),  an  Irish  economist  and  judge, 
had  discussed  this  subject  in  his  Lectures  on  Political  Economy  ( 1834), 
which  had  been  delivered  at  Trinity  College,  Dublin.  Longfield  said 
that  movements  of  labor  were  impossible  between  employments  which 
were  far  apart  on  the  social  scale,  such  as  lawyers  and  bricklayers, 
but  he  argued  that  interoccupational  mobility  was  feasible  between 
employments  which  were  filled  by  the  same  class  of  persons,  so  that 
competition  in  the  labor  market  operated  through  a  chain  of  inter- 
mediate trades  and  professions.  The  English  economist,  John  Elliott 
Cairnes  (1823-1875),  put  forward  essentially  the  same  idea  later  in 
Some  Leading  Principles  of  Political  Economy,  Newly  Expounded 
(1874).  Cairnes  mentioned  four  groups  of  occupations,  within  which 
he  considered  movement  to  be  feasible  but  between  which  it  was 
difficult  or  impossible.  These  were  (1)  unskilled  labor,  (2)  artisans, 
(3)  such  people  as  dealers  whose  activities  needed  more  capital  and 
education,  and  (4)  business  executives  and  members  of  the  learned 
professions.  Cairnes  conceded  that  the  groups  shaded  into  each  other 
and  that  some  people  passed  up  and  down  between  them;  but  he  felt 
that  in  general  they  could  be  regarded  as  noncompetitive,  so  far  as 
the  labor  market  was  concerned. 


EQUALITY  AND  THE  ECONOMIC  FUNCTIONS 
OF  GOVERNMENT 


SENIOR   AND   THE   LAISSEZ   FAIRE   PRINCIPLE 

Nassau  Senior  has  been  a  controversial  figure  in  the 
history  of  opinion  on  the  economic  functions  of  government.   His 
widely-read  Encyclopaedia  Metropolitana  article  stated  the  view  that 
the  economist  as  such  had  no  business  to  advise  on  policy: 
30  Principles  of  Political  Economy,  Bk.  2,  Chap.  14,  Sec.  2. 

168 


Theories  of  Value  and  Distribution 

The  questions,  To  what  extent  and  under  what  circumstances  the  pos- 
session of  Wealth  is,  on  the  whole,  beneficial  or  injurious  to  its  possessor, 
or  to  the  society  of  which  he  is  a  member?— What  distribution  of  Wealth  is 
most  desirable  in  each  different  state  of  society?— and  What  are  the  means 
by  which  any  given  Country  can  facilitate  such  a  distribution?— all  these 
are  questions  of  great  interest  and  difficulty,  but  no  more  form  part  of  the 
Science  of  Political  Economy,  in  the  sense  in  which  we  use  that  term,  than 
Navigation  forms  part  of  the  Science  of  Astronomy.  The  principles  supplied 
by  Political  Economy  are  indeed  necessary  elements  in  their  solution,  but 
they  are  not  the  only,  or  even  the  most  important  elements.31 

It  is  said  that  one  reason  Senior  took  up  the  study  of  economics 
was  to  reform  the  poor  laws;  and  certainly,  as  it  turned  out,  he  had 
considerable  influence  on  the  changes  which  were  made  in  those  laws 
in  1834.  In  part,  his  various  proposals  were  directed  toward  the 
ending  of  government  measures  which  he  believed  to  be  harmful, 
particularly  the  so-called  settlement  laws  that,  burdening  a  man's 
parish  of  "settlement"  with  the  obligation  to  support  him  if  he  became 
unemployed,  hindered  labor  mobility.  Probably  Adam  Smith  would 
have  agreed  with  Senior  on  this  point.  Senior  also  opposed  measures 
aimed  at  limiting  hours  of  factory  labor,  incurring  the  wrath  of  Karl 
Marx  for  saying,  according  to  Marx,  that  "the  whole  net  profit  is 
derived  from  the  last  hour."32 

Yet,  in  a  letter  on  the  subject  of  poverty  in  Ireland,  Senior  advo- 
cated government  intervention,  suggesting  that  the  government  should 
furnish  capital  to  facilitate  emigration,  as  well  as  build  canals,  harbors, 
and  roads  in  Ireland.  The  report  of  the  Poor  Law  Commission,  which 
was  largely  written  by  Senior,  contained  a  recommendation  that  the 
government  should  regulate  house  construction  and  provide  an  in- 
spection service.  Finally,  in  lecturing  at  Oxford  University  during 
1847-1852,  on  "The  Power  of  Government  to  alter  the  degree  in  which 
Wealth  is  Desirable,"  Senior  stated: 

The  only  rational  foundation  of  government,  the  only  foundation  of  a 
right  to  govern  and  of  a  correlative  duty  to  obey,  is  expediency— the  general 
benefit  of  the  community.  It  is  the  duty  of  a  Government  to  do  whatever 
is  conducive  to  the  welfare  of  the  governed.  The  only  limit  to  this  duty  is 
its  power.33 

31  Political  Economy,  p.  2. 

32  Karl  Marx,  Capital:  A  Critical  Analysis  of  Capitalist  Production,  trans.  S.  Moore 
and  E.  Aveling  from  3rd  German  ed.  (London  and  New  York,  1889),  I,  Pt.  3, 
Chap.  9,  Sec.  3. 

33  See  Bowley,  M.,  Nassau  Senior  and  Classical  Economics  (London:  George  Allen 
&  Unwin  Ltd.,  1937),  p.  265. 
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This  is  a  view  far  removed  from  that  of  Adam  Smith.  It  is  the  sort 
of  thing  that  John  Stuart  Mill  seems  to  have  had  in  his  mind  in  his 
essay  on  Utilitarianism,  that  Sidgwick  stated,  and  that  saw  its  full 
flowering  in  Pigou's  Economics  of  Welfare  in  our  own  century. 


MILL   ON   EQUALITY 

John  Stuart  Mill's  opinions  on  the  distribution  of 
wealth  between  persons,  and  on  the  economic  functions  of  govern- 
ment generally,  were  important  in  a  practical  way  because  of  the  wide 
circulation  of  his  writings  and  the  influence  which  they  exercised  on 
public  opinion  in  his  time  and  for  long  afterward.  Senior's  main 
departures  from  the  laissez  faire  principle  were  contained  in  letters 
and  unpublished  lectures;  here  and  there  they  affected  the  recom- 
mendations of  government  commissions.  His  formal  public  statement 
remained  that  given  in  the  Encyclopaedia  Metropolitana  article  and  its 
republication  as  Political  Economy:  the  economist  as  such  had  no 
competence  to  determine  social  policy.  As  a  person  or  citizen,  pre- 
sumably, he  might  give  advice,  and  on  issues  where  the  economic 
aspect  was  deemed  important  his  professional  standing  would  com- 
mand attention;  but  other  aspects  of  policy  had  to  be  remembered 
and  on  these  other  aspects  the  economist  as  such  had  no  competence. 
John  Stuart  Mill  was  in  a  different  situation.  He  was  not  only  an 
economist  of  high  standing  but  he  had  written  well-known  works  on 
government  (Representative  Government),  on  ethics  (Utilitarianism), 
and  on  logic  to  boot  (A  System  of  Logic).  If  anyone  were  competent 
to  give  advice,  it  was  Mill.  He  proceeded  to  write  accordingly. 

Like  Nassau  Senior,  Mill  believed  that  the  production  of  wealth 
was  governed  by  laws  or  conditions  which  either  were  beyond  human 
control  (such  as  the  tendency  to  diminishing  returns  in  agriculture) 
or  were  difficult  to  regulate  (like  population  growth).  He  said,  how- 
ever, "It  is  not  so  with  the  Distribution  of  Wealth."  Mill  went  on: 

The  things  once  there,  mankind,  individually  or  collectively,  can  do  with 
them  as  they  like  ....  The  distribution  of  wealth,  therefore,  depends  on 
the  laws  and  customs  of  society.  The  rules  by  which  it  is  determined,  are 
what  the  opinions  and  feelings  of  the  ruling  portion  of  the  community 
make  them,  and  are  very  different  in  different  ages  and  countries;  and 
might  be  still  more  different,  if  mankind  so  chose.34 

Mill  counted  himself  a  utilitarian,  or  believer  in  the  idea  that  the 
social  good  was  to  be  achieved  by  maximizing  utility,  or  happiness. 


Principles  of  Political  Economy,  Bk.  2,  Chap.  1,  Sec.  1. 
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Probably  the  most  outstanding  utilitarian  before  his  time  was  Jeremy 
Bentham  (1748-1832),  and  Mill  wrote  with  Bentham's  ideas  in  mind. 
Bentham  had  been  a  close  friend  of  Mill's  father,  and  Mill  himself 
had  spent  some  time  in  the  family  of  Bentham's  brother.  Bentham 
was  a  leader  of  English  thought  in  his  day.  After  passing  through 
Oxford  University,  he  became  a  lawyer  and  he  devoted  his  life  to 
writing  on  the  principles  of  legislation.  His  book,  An  Introduction  to 
the  Principles  of  Morals  and  Legislation  (1789),  is  a  classic  of  utili- 
tarian thought. 

"Nature  has  placed  mankind  under  the  governance  of  two  sover- 
eign masters,  pain  and  pleasure,"  Bentham  said  at  the  beginning  of 
Chapter  1  of  this  book.  "It  is  for  them  alone  to  point  out  what  we 
ought  to  do,  as  well  as  to  determine  what  we  shall  do."  Bentham 
stated  concisely  in  this  passage  the  two  aspects  of  utilitarianism  which 
were  mentioned  in  the  first  chapter  of  this  book  in  connection  with 
the  writings  of  Epicurus.  To  "point  out  what  we  ought  to  do"  is  the 
ethical  aspect:  happiness  is  a  goal  at  which  to  aim  in  individual  and 
social  policy.  To  "determine  what  we  shall  do"  brings  out  the  psy- 
chological aspect:  people  do  in  fact  pursue  happiness.  Bentham  be- 
lieved, like  other  utilitarians,  that  happiness  as  a  social  objective 
included  the  happiness  of  everybody,  and  he  applied  this  criterion 
in  judging  the  goodness  or  badness  of  particular  legislative  rules  or 
procedures.  During  the  course  of  his  voluminous  writings  he  developed 
the  principle  of  diminishing  utility  with  respect  to  wealth  as  a  whole; 
he  drew  from  the  principle  the  conclusion  that  utility  or  happiness 
would  be  maximized  when  wealth  is  equally  distributed.  Bentham's 
statements  on  this  subject  are  quoted  in  Chapter  12. 

Bentham  had  given  also  an  argument  for  inequality.  It  was  the 
now-familiar  one  that  equality  of  wealth  would  destroy  the  incentive 
to  produce  wealth.  This  was  the  objection  raised  by  Aristotle  to 
Plato's  communism,  it  will  be  remembered.  In  his  Principles  of  Politi- 
cal Economy,  Mill  argued  against  Bentham  on  this  point.  He  ( Mill ) 
pointed  out  that,  in  Britain  in  his  time,  distribution  was  not  pro- 
portioned to  productive  activity: 

From  the  Irish  reaper  or  hodman  to  the  chief  justice  or  the  minister  of 
state,  nearly  all  the  work  of  society  is  remunerated  by  day  wages  or  fixed 
salaries.  A  factory  operative  has  less  personal  interest  in  his  work  than  a 
member  of  a  Communist  association,  since  he  is  not,  like  him,  working  for 
a  partnership  of  which  he  is  himself  a  member.35 

What  Mill  meant  by  a  "Communist  association"  was  a  community 
35  Bk.  2,  Chap.  1,  Sec.  3. 
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such  as  had  been  advocated  and  attempted  by  Robert  Owen  (see 
Chapter  10  of  this  book). 

Mill  agreed  that  there  would  be  some  difficulty  in  allocating  the 
produce  of  such  an  association,  because  tasks  and  individual  capac- 
ities differed;  but  he  thought  that  such  difficulties  might  not  be 
insuperable.  He  proceeded  to  compare  the  existing  system  of  distri- 
bution of  wealth  in  Britain  with  what  might  be  possible  if  the  sort  of 
communism  that  he  had  in  mind  were  to  become  general.  He  said: 

If  the  choice  were  to  be  made  between  Communism  with  all  its  chances, 
and  the  present  state  of  society  with  all  its  sufferings  and  injustices;  if  the 
institution  of  private  property  necessarily  carried  with  it  as  a  conse- 
quence, that  the  produce  of  labour  should  be  apportioned  as  we  now 
see  it,  almost  in  an  inverse  ratio  to  the  labour— the  largest  portions  to 
those  who  have  never  worked  at  all,  the  next  largest  to  those  whose  work 
is  almost  nominal,  and  so  in  a  descending  scale,  the  remuneration  dwindling 
as  the  work  grows  harder  and  more  disagreeable,  until  the  most  fatiguing 
and  exhausting  bodily  labour  cannot  count  with  certainty  on  being  able  to 
earn  even  the  necessaries  of  life;  if  this,  or  Communism,  were  the  alterna- 
tive, all  the  difficulties,  great  or  small,  of  Communism  would  be  but  as  dust 
in  the  balance.36 

It  must  be  remembered  that  Mill  was  speaking  here  of  communist 
societies  such  as  Owen's,  which  were  free  associations  of  individuals, 
and  not  of  communism  such  as  it  has  been  developed  in  Russia  in 
our  own  day.  Nevertheless,  Mill  felt  that  it  was  illogical  to  compare 
communism  as  it  might  be— at  its  best— with  private  property  as  it 
existed  in  practice.  The  comparison  should  be  between  communism 
at  its  best  and  private  property  at  its  best,  that  is,  with  private  property 
as  it  could  be  made  and  its  imperfections  remedied. 

Mill  said  that  existing  laws  had  made  property  out  of  things  which 
should  not  have  been  property  and  had  created  absolute  property 
where  only  a  qualified  right  to  property  ought  to  be  allowed.  He 
recommended  laws  to  reduce  the  existing  inequality  of  distribution. 
He  accepted  the  idea  that  people  should  be  permitted  to  enjoy  what 
they  had  themselves  produced,  but  he  considered  inheritance  to  be 
unjustified.  The  power  to  bequeath  was  admissible  but  Mill  proposed 
to  set  a  limit  on  the  amount  which  could  pass  by  bequest  to  one 
person:  this  was  to  preserve  the  incentive  of  the  individual  to  whom 
the  property  was  bequeathed.  It  is  in  such  matters  as  these  that  one 
sees  the  implications  of  the  subtitle  which  Mill  gave  to  his  book: 
The  Principles  of  Political  Economy,  with  Some  of  their  Applications 
to  Social  Philosophy. 

38  Ibid. 
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In  his  book,  Utilitarianism,  Mill  discussed  briefly  and  in  general 
terms  the  matter  of  the  distribution  of  wealth  and  the  relation  of 
government  to  distribution.  It  was  in  this  work  that  he  formally  took 
his  stand  on  the  utilitarian  principle  that  the  policy  is  best  which 
achieves  the  greatest  happiness  of  mankind.  In  Utilitarianism,  Mill 
pointed  out  that  the  various  proposed  standards  of  justice  in  taxation 
appeared  to  be  irreconcilable.  He  mentioned  proportionate  taxation, 
progressive  taxation,  an  equal  sum  for  all  (although  he  said  that  this 
system  had  no  advocates  in  practice)  and  an  equal  sum  for  all  for 
protection  of  the  person,  coupled  with  an  unequal  tax  for  protection 
of  property.  He  concluded:  "From  these  confusions  there  is  no  other 
mode  of  extrication  than  the  utilitarian."37  He  did  not  say  how  happi- 
ness was  to  be  measured. 

MILL   ON   THE   FUNCTIONS   OF   GOVERNMENT 

Considering  the  economic  functions  of  government 
in  the  concluding  book  of  his  Principles  of  Political  Economy,  Mill 
mentioned  what  became  a  famous  exception  to  the  general  rule  of 
laissez  faire,  i.e.,  that  there  was  a  case  in  economic  theory  for  the 
protection  of  infant  industries  by  an  import  tariff: 

The  only  case  in  which,  on  mere  principles  of  political  economy,  protect- 
ing duties  can  be  defensible,  is  when  they  are  imposed  temporarily 
(especially  in  a  young  and  rising  nation)  in  hopes  of  naturalizing  a  foreign 
industry,  in  itself  perfectly  suitable  to  the  circumstances  of  the  country.38 

The  subject  of  infant  industry  protection  is  discussed  further  in 
Chapter  9.  It  is  pertinent  to  mention  that,  after  his  Principles  of  Politi- 
cal Economy  with  its  approval  of  protection  had  been  published,  Mill 
withdrew  his  support  for  it.  He  felt  that  advocates  of  protection  were 
using  his  arguments  to  get  tariffs  established  where  they  were  not 
justifiable. 

In  the  same  book,  Mill  studied  the  general  functions  of  govern- 
ment, and  stated  certain  reasons  for  limiting  its  province.  (1)  There 
is  "a  part  of  the  life  of  every  person  who  has  come  to  years  of  dis- 
cretion, within  which  the  individuality  of  that  person  ought  to  reign 
uncontrolled  either  by  any  other  individual  or  by  the  public  collec- 
tively." (2)  ".  .  .  every  increase  of  the  functions  devolving  on  the 

37  Utilitarianism,  Liberty,  Representative  Government  ( "Everyman's  Library" 
[London  and  New  York:  J.  M.  Dent  &  Sons  Ltd.  and  E.  P.  Dutton  &  Co.,  Inc.]), 
p.  55. 

38  Bk.  5,  Chap.  10,  Sec.  1. 
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government  is  an  increase  of  its  power,  both  in  the  form  of  authority, 
and  still  more,  in  the  indirect  form  of  influence."  ( 3 )  Every  additional 
function  is  a  "fresh  occupation  imposed  upon  a  body  already  over- 
charged with  duties."  (4)  The  "great  majority  of  things  are  worse 
done"  by  government  than  they  would  be  by  private  individuals 
who  are  interested  in  them.  (5)  "A  people  among  whom  there  is  no 
habit  of  spontaneous  action  for  a  collective  interest— who  look  ha- 
bitually to  their  government  to  command  or  prompt  them  in  all  matters 
of  joint  concern— who  expect  to  have  everything  done  for  them,  except 
what  can  be  made  an  affair  of  mere  habit  and  routine— have  their 
faculties  only  half  developed;  their  education  is  neglected  in  one  of 
its  most  important  branches."39  This  last,  Mill  regarded  as  one  of  the 
strongest  reasons  for  limiting  the  functions  of  government.  He  was 
one  of  the  outstanding  leaders  of  nineteenth  century  liberalism  and 
was  greatly  concerned  over  anything  which,  in  his  judgment,  inhibited 
individual  development. 

Mill  followed  his  list  of  the  limitations  of  government  regulation 
with  a  comparable  list  of  the  limitations  of  laissez  faire— no  government 
action.  (1)  Children  and  others  who  are  incapable  of  looking  after 
their  own  interests  should  be  protected  by  the  government.  ( 2 )  When 
"an  individual  attempts  to  judge  irrevocably  now,  what  will  be  for 
his  interest  at  some  future  and  distant  time"  (as  with  contracts  in 
perpetuity),  government  regulation  seems  called  for.  (3)  Affairs 
which  individuals  conduct  only  by  delegation  "will  often  be  as  well, 
and  sometimes  better  done  ...  by  the  state."  Since  Mill  gave  joint 
stock  companies  or  corporations  as  an  illustration  of  this  condition, 
it  is  evident  that  here  he  opened  a  very  extensive  field  for  govern- 
ment action.  (4)  Finally,  there  are  matters  in  which  the  interference 
of  the  law  is  required  to  give  effect  to  individual  judgments.  Reducing 
the  hours  of  factory  labor  was  an  example  that  Mill  gave  in  this 
category. 

SIDGWICK   AND   GOVERNMENT   FUNCTIONS 

Henry  Sidgwick  (1838-1900),  who  taught  at  Cam- 
bridge University,  has  often  been  regarded  as  the  last  classicist.  Like 
Mill,  Sidgwick  was  a  staunch  utilitarian.  He  expressed  this  point  of 
view  in  three  important  treatises,  all  of  which  were  widely  used  by 
students  in  his  generation:  The  Methods  of  Ethics  (1874),  The  Prin- 
ciples of  Political  Economy   (1883),  and  The  Elements  of  Politics 

39  Bk.  5,  Chap.  11,  Sees.  2-6. 
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(1891).  Sidgwick  taught  and  wrote  after  the  end  of  the  classical 
period,  as  this  usually  is  delineated,  and  after  Jevons  had  given  classi- 
cal thought  a  new  direction.  Sidgwick,  however,  was  more  interested 
in  the  broad  philosophy  of  the  social  sciences  than  he  was  in  the 
details  of  production  and  value  theories,  and  his  writings  follow  Mill 
rather  than  Jevons. 

The  principle  that  the  best  policy  is  that  which  adds  most  to 
utility  was  applied  consistently  in  Sidgwick's  teachings.  With  respect 
to  population,  for  example,  he  raised  the  interesting  point  in  The 
Methods  of  Ethics  that,  if  the  happiness  of  individuals  as  yet  unborn 
were  taken  into  account,  a  larger  population  probably  would  be 
desirable  than  if  this  happiness  were  left  out  of  consideration.40 

Book  3  of  The  Principles  of  Political  Economy  gave  Sidgwick's 
views  on  what  he  called  "The  Art  of  Political  Economy."  Mainly,  this 
referred  to  the  place  of  government.  Laissez  faire  was  still  the  general 
rule  with  Sidgwick  as  it  had  been  with  Mill;  but,  as  did  Mill,  Sidgwick 
admitted  "important  qualifications  and  exceptions."41  In  his  Elements 
of  Politics,  he  said  "so  uncompromising  an  adhesion  to  the  principle 
'that  men  are  the  best  guardians  of  their  own  welfare,' "  as  was  shown 
by  those  who  would  reject  all  government  interference  in  economic 
affairs,  "is  not  rationally  justified  by  the  evidence  on  which  the  prin- 
ciple rests."  All  that  the  principle  of  laissez  faire  amounted  to  was  a 
"rough  induction  from  our  ordinary  experience  of  human  life,"  suffi- 
ciently supported  by  evidence  to  throw  the  onus  of  justifying  govern- 
ment action  "heavily"  on  those  who  advocated  it.42  In  Part  3  of  The 
Principles  of  Political  Economy,  Sidgwick  said  that  "it  seems  to  me 
quite  possible  that  a  considerable  extension  of  the  industrial  functions 
of  government  might  be  on  the  whole  advantageous."  But,  to  be 
successful,  "such  extension  must,  I  think,  be  gradual."  It  should  be 
undertaken  first  "in  departments  in  which  the  defects  of  private 
enterprise,  and  the  advantages  of  unitary  administration,  have  been 
shewn  to  be  the  greatest."43  He  gave  monopolies  as  an  example. 

Sidgwick's  attitude  to  social  change  was  a  conservative  one,  but 
nevertheless  it  was  only  a  step  from  the  position  he  took  to  that 
which  Pigou  assumed  in  the  twentieth  century.  The  work  of  Pigou 
receives  attention  in  Chapter  13. 

40  See  The  Methods  of  Ethics  (7th  ed.;  London,  1907),  pp.  415-416. 

41  The  Principles  of  Political  Economy  (3rd  ed.;  London,  1901),  p.  xix. 
4aP.  131. 

43  The  Principles  of  Political  Economy,  p.  529. 
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CLASSICAL  ECONOMICS 

AFTER  SMITH: 

(3)  THE  LAW 

OF  MARKETS  AND 

THE  PROBLEM 

OF  DEPRESSION 


THE    BACKGROUND    OF    IDEOLOGICAL    REVOLT 

One  of  the  factors  which  enabled  the  classical  school 
of  thought  to  dominate  British  economics  in  the  early  part  of  the 
nineteenth  century  was  the  apparent  success  of  the  laissez  faire  policy 
which  its  members  advocated.  Population  and  production  were  in- 
creasing rapidly  in  Britain.  Her  colonial  and  foreign  trade  were  ex- 
panding. Her  people  were  prosperous,  compared  with  those  of  other 
nations.  The  British  economy  appeared  to  be  the  outstanding  success 
of  the  commercial  world.  True,  there  was  some  foreboding  with 
regard  to  population,  but  this  seemed  a  matter  of  future  concern  and 
not  one  that  pressed  for  current  attention. 

After  the  end  of  the  Napoleonic  Wars,  however,  something  hap- 
pened to  darken  this  rosy  picture.  A  pronounced  recession  in  business 
took  place  in  1815  and  another  in  1819.  Both  were  accompanied  by 
falling  prices  and  considerable  unemployment  among  the  factory 
workers.  Moreover,  such  experiences  were  repeated  from  time  to  time 
during  the  following  years.  By  mid-century,  John  Stuart  Mill  was  able 
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to  write  of  business  depressions  as  though  they  were  to  be  anticipated 
every  few  years. 

Three  interested  men  took  up  the  problem  in  the  years  immediately 
succeeding  the  end  of  the  Napoleonic  Wars— Owen,  Sismondi,  and 
Malthus.  It  seems  to  have  been  the  conditions  that  developed  in 
Robert  Owen's  own  neighborhood,  during  the  business  recession  of 
1815,  which  aroused  his  interest  in  the  subject.  Sismondi  studied  de- 
pression in  a  book  published  in  1819.  Malthus  gave  attention  to  the 
problem  in  his  Principles  of  Political  Economy,  which  appeared  in 
1820;  the  second  edition  of  this  book,  published  in  1836,  showed  that 
he  had  continued  to  think  about  it.  In  their  different  ways,  all  these 
writers  made  it  clear  that  they  considered  business  depressions  to 
represent  a  major  shortcoming  of  the  existing  economic  organization; 
the  explanations  they  offered  turned  on  an  imbalance  of  production 
and  consumption. 

As  it  is  commonly  said  that  the  classical  view  on  this  subject  is 
stated  in  Say's  law  of  markets,  this  "law"  should  be  explained.  Jean 
Baptiste  Say  (1767-1832)  was  a  Frenchman  who  had  been  engaged 
in  business.  In  1803,  he  published  his  Trait  e  d'economie  politique 
("Treatise  on  Political  Economy").  A  second  edition  of  this  book 
appeared  in  1814.  In  that  year,  Say  visited  England  on  behalf  of  the 
French  government  to  observe  industrial  conditions.  After  1819,  he 
taught  economics  in  French  institutions  of  higher  learning.  It  was 
in  the  Traite  d'economie  politique  that  he  stated  his  theorie  des 
debouches  (theory  of  markets),  which  is  commonly  referred  to  as 
"Say's  law."  The  theory  is  stated  in  the  following  passage: 

...  it  is  production  which  opens  a  demand  for  products  .  .  .  a  product 
is  no  sooner  created,  than  it,  trom  that  instant,  affords  a  market  for  other 
products  to  the  full  extent  of  its  own  value  .  .  .  the  only  way  of  getting 
rid  of  money  [received  for  selling  the  commodity  produced]  is  in  the  pur- 
chase of  some  product  or  other.  Thus,  the  mere  circumstance  of  the  creation 
of  one  product  immediately  opens  a  vent  for  other  products.1 

Whether  this  statement  is  to  be  regarded  as  correct  or  incorrect 
depends  on  the  conditions  to  which  it  was  assumed  to  refer.  As  a 
view  of  the  economy  in  a  state  of  equilibrium,  Sayj^  statement  seems 
tobe_correct.  It  may  also  be  correct  if  it  is  interpreted  as  referring 
to  a  long-run  tendency.  As  a  short-run  statement,  however,  it  is  in- 
correct:  its  long-run  truth  has  no  applicability  to  the  short-run  prob- 

1 A  Treatise  on  Political  Economy,  trans.  C.  R.  Prinsep  (Philadelphia,  1841),  pp. 
133-135. 
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lem  of  the  business  cycle.  If  Say  intended  it  to  apply  to  short-run 
conditions,  it  amounted  to  a  denial  of  the  possibility  of  business 
depressions. 

Say,  personally,  was  favorably  disposed  to  the  system  of  private 
enterprise  production  which  he  saw  developing  apace  around  him. 
As  a  writer  on  economics,  he  is  usually  regarded  as  the  principal 
popularizer  of  Adam  Smith's  theories  on  the  continent  of  Europe.  To 
a  large  extent,  this  is  true.  But  it  is  also  true  that  Say  went  further 
than  Smith  in  displaying  the  private  enterprise  system  in  a  favorable 
light.  The  sort  of  criticism  which  Adam  Smith  made  of  the  system 
(as  when  he  referred  to  the  drawbacks  of  specialization  of  labor  and 
to  the  greed  of  businessmen),  found  little  place  in  Say's  book. 

Unlike  Say,  Ricardo  did  not  feel  that  he  should  gloss  over  the 
defects  he  saw  in  the  existing  economic  system.  His  outlook  was  very 
gloomy  in  some  respects,  with  gloom  that  was  based  on  the  belief 
that  population  growth  would  involve  resort  to  poorer  soils.  Ricardo's 
opinion  on  the  difference  between _the_  attitudes  of  j5ay  and  Malthus 
on  business  depressions  seems  to  have  been  that  political  economy, 
as  this  had  been  developed  at  thai  Lime,  was  a  science  of  ^orig^un 
tendencies,  and  that  business  depressj£ns_were l short-run"  pKeriom en a_ 
which  had  no  place  in  such  a  science^ However,  as  we  have  seen  in 
Chapter  7,  in  discussing  machinery  in  his  Principles  of  Political  Econ- 
omy and  Taxation  Ricardo  gave  at  least  a  nod  to  the  idea  that  a 
deficiency  in  purchasing  power  may  exist. 


LAUDERDALE,     OWEN,     SISMONDI,     AND     MALTHUS 


LAUDERDALE   ON   PURCHASING   POWER 

In  An  Inquiry  into  the  Nature  and  Origin  of  Public 
Wealth,  referred  to  in  Chapter  5,  Lord  Lauderdale  followed  his  criti- 
cism of  Adam  Smith's  views  on  saving  by  raising  the  question  of  the 
effect  on  purchasing  power  of  repayment  of  the  government  debt 
incurred  during  the  Napoleonic  Wars. 

Lauderdale  opposed  speedy  repayment  of  the  debt.  He  argued 
that,  for  the  government  to  levy  sufficient  taxes  to  pay  off  the  debt 
quickly,  public  expenditure  on  consumers'  goods  would  have  to  be 
reduced,  and  bondholders  would  not  be  able  to  find  enough  oppor- 
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tunities  for  profitable  investments  in  other  fields.  The  "price  of  com- 
modities" would  "be  reduced  to  such  a  degree  as  to  discourage  re- 
production," while  the  value  of  capital  would  be  "reduced  to  a  trifle." 
Thus,  "the  old  maxim,  'a  penny  saved  is  a  penny  gained/  is  not  ap- 
plicable to  public  wealth";  and  the  British  Empire  could  not  with 
impunity  "either  forcibly  abstract  a  sum  so  large  as  has  been  proposed, 
from  expenditure  in  consumable  goods  of  its  produce  and  manu- 
facture, or  forcibly  accumulate  capital  with  such  rapidity."2 

Lauderdale  saw  that  the  pattern  of  distribution  governed  what 
was  produced.  "When  great  inequality  of  fortune  prevails,  the  demand 
for  labour  employed  in  giving  forms  adapted  to  the  taste  of  the 
luxurious  and  the  rich,  encourages  that  species  of  industry."3  Never- 
theless, he  thought  that  a  nation  was  more  prosperous  when  wealth 
was  more  equally  divided.  He  quoted  Francis  Bacon's  view  that  Eng- 
land had  done  well  in  her  wars  with  France  because  her  common 
people  were  better  off  than  those  of  France  and  therefore  England 
had  a  sturdier  infantry.  Lauderdale  attributed  England's  superiority 
over  France  in  wealth  to  the  same  cause.  "In  general,"  he  said,  "great 
inequality  of  fortune,  by  impoverishing  the  lower  orders,  has  every 
where  been  the  principal  impediment  to  the  increase  of  public 
wealth."4 


OWEN 

Robert  Owen  (1771-1858),  a  self-made  factory  owner, 
had  attracted  wide  attention  by  measures  which  he  had  taken  to 
improve  conditions,  educational  and  otherwise,  of  the  child  workers 
in  his  mills.  It  was  both  as  mill-owner  and  as  reformer  that  he  became 
interested  in  the  depressions  which  followed  the  end  of  the  Napo- 
leonic Wars.  In  his  Report  to  the  Committee  of  the  Association  for  the 
Relief  of  the  Manufacturing  and  Labouring  Poor  (1817),  Owen  said: 

The  immediate  cause  of  the  present  distress  is  the  depreciation  of 
human  labour.  This  has  been  occasioned  by  the  general  introduction  of 
mechanism  into  the  manufactures  of  Europe  and  America  ....  The  first 
effects  of  these  new  mechanical  combinations  were  to  increase  individual 
wealth,  and  to  give  a  new  stimulus  to  further  inventions.5 

2  Public  Wealth,  2nd  ed.  (1819),  pp.  260-264. 

3  Ibid.,  p.  342.  4  Ibid.,  pp.  344-345. 

8  Reprinted  in  A  New  View  of  Society  and  Other  Writings  ( "Everyman's  Library," 
[London  and  New  York:  J.  M.  Dent  &  Sons  Ltd.  and  E.  P.  Dutton  &  Co.,  Inc.], 
1927),  pp.  156-157. 
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During  the  wars,  there  had  been  sufficient  demand  to  keep  British 
industry  fully  occupied,  but  afterward,  Owen  said: 

The  war  demand  for  the  productions  of  labour  having  ceased,  markets 
could  no  longer  be  found  for  them;  and  the  revenues  of  the  world  were 
inadequate  to  purchase  that  which  a  power  so  enormous  in  its  effects  did 
produce:  a  diminished  demand  consequently  followed  .  .  .  .6 

In  his  Report  to  the  County  of  Lanark  (1820),  Owen  declared: 

.  .  .  the  deficiency  of  employment  for  the  working  classes  cannot  proceed 
from  a  want  of  wealth  or  capital  .  .  .  but  from  some  defect  in  the  mode  of 
distributing  this  extraordinary  addition  of  new  capital  throughout  society, 
or,  to  speak  commercially,  from  the  want  of  a  market,  or  means  of  ex- 
change, co-extensive  with  the  means  of  production.  Were  effective  measures 
devised  to  facilitate  the  distribution  of  wealth  after  it  was  created,  your 
Reporter  could  have  no  difficulty  in  suggesting  the  means  of  beneficial 
occupation  for  all  who  are  unemployed,  and  for  a  considerable  increase  to 
their  number.7 

It  is  the  want  of  a  profitable  market  that  alone  checks  the  successful  and 
otherwise  beneficial  industry  of  the  working  classes.  The  markets  of  the 
world  are  created  solely  by  the  remuneration  allowed  for  the  industry  of 
the  working  classes,  and  those  markets  are  more  or  less  extended  and 
profitable  in  proportion  as  these  classes  are  well  or  ill  remunerated  for  their 
labour.  But  the  existing  arrangements  of  society  will  not  permit  the  labourer 
to  be  remunerated  for  his  industry,  and  in  consequence  all  markets  fail.8 

This  last  passage  expresses  a  view,  held  also  by  Sismondi,  which  has 
been  influential  down  to  our  own  time:  that  it  is  the  spending  of 
wages  on  the  products  of  industry  which,  more  than  anything  else, 
determines  the  level  of  business  prosperity. 

Owen's  remedy,  stated  in  his  Report  to  the  County  of  Lanark,  was 
the  formation  of  co-operative  and  self-supporting  communities,  in 
which  the  production  and  distribution  of  goods  would  be  brought 
close  together,  avoiding  any  difficulty  arising  through  lack  of  markets. 
In  seeking  a  remedy  for  depression,  therefore,  Owen  moved  into  a 
broad  program  of  social  change.  His  ideas  and  his  experiments  based 
on  these  ideas  receive  further  attention  in  Chapter  10. 

SISMONDI 

Jean  Charles  Leonard  de  Sismondi  (1773-1842), 
whose  real  name  was  Simonde,  belonged  to  a  family  which  had  fled 
from  France  to  England  during  the  Revolution  and  then  migrated 

6  Ibid.,  p.  158.  7  Ibid.,  p.  248.  "  Ibid.,  pp.  252-253. 
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to  Italy.  He  wrote  important  books  on  Italian  and  French  history. 
Becoming  interested  in  economics,  in  1803  he  published  a  book  which, 
in  general,  followed  the  ideas  of  Adam  Smith. 

Sismondi  showed  that  he  had  changed  his  mind  when  in  1819 
another  of  his  works  appeared  with  the  title  Nouveaux  principes 
d'economie  politique,  ou  de  la  richesse  dans  ses  rapports  avec  la 
population  ("New  Principles  of  Political  Economy,  or  of  Wealth  in 
its  Relations  to  Population" ) .  Like  Owen  and  Malthus,  he  was  writing 
in  a  time  of  depression  and  he  thought  that  business  depressions  were 
due  to  underconsumption  in  comparison  with  the  supply  of  products. 
In  this  connection,  Sismondi  raised  a  point  which  is  still  important.  He 
said  that  businessmen  were  unable  to  judge  correctly  how  much  of 
their  products  the  market  would  absorb.  This  is  a  crucial  factor  under- 
lying the  modern  theory  of  the  cobweb.  In  a  sense,  it  is  not  unreason- 
able to  look  on  the  business  cycle  as  a  cobweb  affecting  the  entire 
economy.  The  main  trouble,  as  Sismondi  saw  it,  was  the  disparity  of 
wealth  between  rich  and  poor.  Luxury  expenditures  by  the  rich  did 
not  compensate  for  the  inadequate  purchasing  power  of  the  poor. 
Sismondi's  views  are  indicated,  in  part,  by  the  following  selections 
from  his  writings: 

The  extent  of  the  market  is,  in  effect,  always  limited  by  two  things  very 
independent  of  one  another,  the  need  or  convenience  of  the  buyers  and  their 
means  of  payment.  It  is  not  sufficient  to  be  hungry  in  order  to  buy  bread, 
unless  there  is  wherewithal  to  pay  for  it;  thus,  however  the  population  may 
increase,  its  consumption  will  not  increase  unless  its  income  increases  also. 
Again,  for  a  man  to  buy  bread  it  is  not  enough  to  have  an  income,  he  must 
be  able  to  eat  it;  now  not  only  is  the  quantity  which  the  rich  eat  limited; 
the  quantity  of  all  manufactured  productions  which  they  can  use  is  limited 
also.  The  luxury  of  opulence  can  never  affect  manufactured  articles;  but  the 
productions  of  the  artist  only,  from  the  embroiderer  or  lacemaker  to  the 
sculptor.  It  results  from  this  important  and  too  much  forgotten  rule,  that 
to  increase  the  sale  of  the  produce  of  the  industry  and  labour  of  man,  it  is 
not  the  income  of  the  rich  but  the  income  of  the  poor  which  must  be  in- 
creased. It  is  their  wage  that  must  be  increased,  for  the  poor  are  the  only 
purchasers  who  can  add  greatly  to  the  extent  of  the  market.' 

Production  in  itself  ...  is  a  good  thing,  but  there  may  be  too  much 
production,  either  by  means  of  a  superabundance  of  labour  or  of  capital, 
or  by  the  too  powerful  assistance  which  science  has  given  to  the  useful  arts; 
for  when  production  has  not  been  regulated  by  the  desires  of  the  consumers, 

9  "On  the  Condition  of  the  Work  People  in  Manufactures,"  1834;  reprinted  in 
Political  Economy  and  the  Philosophy  of  Government  (London,  1847),  pp.  208- 
209. 
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and  by  their  means  of  satisfying  them,  means  which  must  be  measured  by 
income,  production  remains  unsold  and  ruins  the  producers.10 

One  plan  that  Sismondi  had  in  mind— but  this  went  back  in  a  rudi- 
mentary form  to  his  1803  book— was  that  capitalists  should  pay  their 
workers  wages  which  were  sufficient  to  cover  an  adequate  living 
standard.  He  also  saw  a  need  for  constantly  expanding  markets,  a 
point  stressed  by  Marx  subsequently. 

Like  those  of  Owen  and  Malthus,  however,  Sismondi's  views  were 
not  altogether  clear.  It  was  evident  to  all  three  writers  that  mechani- 
zation was  increasing  the  productivity  of  labor.  Sismondi  seemed  to 
think  that  industrial  ownership  was  becoming  more  concentrated: 
here  again  he  anticipated  Marx.  But  both  mechanization  and  indus- 
trial concentration  were  long-term  trends,  not  cyclical  factors.  A  long- 
term  upward  trend  in  labor  productivity,  caused  by  increased  mechan- 
ization and  accompanied  by  growth  in  the  size  of  the  industrial  unit, 
did  not  necessarily  mean  that  the  products  could  not  be  consumed. 
Certainly,  the  production  pattern  must  accord  with  the  pattern  of 
consumption,  if  the  products  were  to  be  sold.  If  more  goods  were 
being  designed  and  produced  to  be  consumed  by  the  poor  than  could 
be  purchased  from  the  incomes  of  the  poor,  a  redistribution  of  wealth 
in  favor  of  the  poor  might  be  an  appropriate  remedy.  Altering  the 
pattern  of  production  so  as  to  send  to  market  more  goods  consumable 
by  the  rich  might  also  remedy  the  trouble.  As  a  temporary  expedient, 
at  least,  Malthus  favored  the  latter  alternative. 


./ 


MALTHUS 


Among  the  great  figures  of  classical  economics,  Mal- 
thus stands  out  as  the  one  who  was  most  prone  to  rebel  against  the 
prevailing  orthodoxy  of  the  classical  school.  He  was  the  enfant  terrible 
of  the  classical  family.  His  population  theory  had  helped  to  change 
the  optimistic  view  which  Adam  Smith  had  bequeathed  to  his  suc- 
cessors into  one  more  pessimistic  toward  the  future.  Malthus  himself 
seemed  to  be  out  of  sympathy  with  the  rising  manufacturing  industry 
of  his  time.  He  felt  more  concerned  with  stability  than  with  progress 
and,  as  we  have  seen,  was  a  supporter  of  the  corn  laws.  The  depres- 
sion which  followed  the  end  of  the  Napoleonic  Wars  raised  the  same 
question  in  his  mind  as  in  Owen's.  Was  the  system  of  private-enter- 

10  "On  the  National  Income,  or  the  Income  of  the  Community"  (1835),  in  ibid., 
p.  243. 
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prise  capitalism,  as  it  was  developing,  as  workable  and  beneficent 
as  the  more  consistent  followers  of  Adam  Smith  seemed  to  believe? 

Malthus  explored  the  subject  at  some  length  in  the  closing  section 
of  the  second  edition  of  his  Principles  of  Political  Economy,  entitled 
"On  the  Progress  of  Wealth."  He  conceded  that,  as  was  commonly 
thought,  an  increase  in  population  was  a  stimulus  to  an  increase  in 
wealth,  but  he  said  that  population  alone  was  not  enough  to  provide 
adequate  demand  for  the  products  of  industry.  The  same  was  true 
of  increased  saving,  of  fertile  soil,  and  of  labor-saving  inventions.  All 
these  tended  "to  facilitate  supply,  without  reference  to  demand,"  and 
it  was  "not  probable  that  they  should  either  separately  or  conjointly 
afford  an  adequate  stimulus  to  the  continued  increase  of  wealth."" 
A  very  large  landed  proprietor,  surrounded  by  very  poor  peasants, 
represented  a  distribution  of  property  "most  unfavorable  to  effectual 
demand."12  Nevertheless,  Malthus  disagreed  with  the  idea  that  land 
reform  such  as  had  been  instituted  in  France  after  the  Revolution 
would  remedy  the  matter.  He  believed  that  the  habits  of  business 
capitalists  were  inconsistent  with  the  maintenance  of  adequate  de- 
mand. The  "great  object"  of  such  men  was  to  save  a  fortune.  They 
could  not  spend  their  incomes  with  comfort  to  themselves  when  they 
were  "obliged  perhaps  to  attend  a  counting-house  for  seven  or  eight 
hours  a  day."  "It  is  not  the  most  pleasant  employment  to  spend  eight 
hours  a  day  in  a  counting-house,"  Malthus  commented,  and  he  said 
that  the  motives  of  a  businessman  who  did  so  undoubtedly  included 
"the  desire  of  advancing  his  rank,  and  contending  with  the  landlords 
in  the  enjoyment  of  leisure,  as  well  as  of  foreign  and  domestic  lux- 
uries. 

Malthus  advised  against  such  saving,  under  the  prevailing  condi- 
tions. He  said: 

...  if ,  at  the  very  time  that  the  supply  of  commodities  compared  with  the 
demand  for  them,  clearly  admonishes  us  that  the  proportion  of  capital  to 
revenue  is  already  too  great,  we  go  on  saving  from  our  revenue  to  add  still 
further  to  our  capital,  all  general  principles  concur  in  shewing  that  we  must 
of  necessity  be  aggravating  instead  of  alleviating  our  distresses.14 

Yet  he  dismissed  the  idea,  implicit  in  the  writings  of  Owen  and 
especially  of  Sismondi,  that  the  workers  be  given  higher  wages.  He 
agreed  that  it  was  desirable  for  their  happiness  that  the  workers  be 
well  paid  but  said  that  the  effect  of  higher  wages  under  depression 


11  Political  Economy,  2nd  ed.   (1836),  p. 
Vi  Ibid.,  p.  373.  13  Ibid.,  pp.  399-403. 


360. 

14  Ibid.,  p.  425. 
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conditions  would  be  to  "greatly  increase  the  cost  of  production,"  and 
to  "lower  profits,  and  diminish  or  destroy  the  motive  to  accumulate, 
before  agriculture,  manufactures,  and  commerce  have  reached  any 
considerable  degree  of  prosperity."15  Malthus  also  opposed  issuing 
additional  paper  money.  He  said  that  such  a  step  would  take  away 
purchasing  power  from  those  with  fixed  incomes  and  give  it  to  those 
who  buy  and  sell.  He  conceded  this  might  be  desirable  under  some 
conditions— such  as  wartime— but  said  it  would  work  injustice  if  con- 
tinued. Moreover,  whatever  stimulus  was  given  to  trade  would  be 
temporary. 

Thus  Malthus  spurned  the  main  recommendations  of  the  economic 
heretics  of  his  time  and  afterward.  He  was  left  with  little  in  the  way 
of  long-term  economic  remedies,  although  as  immediate  measures 
he  suggested  that  workers  be  given  employment  in  producing  things 
that  were  not  offered  for  sale,  such  as  "roads  and  public  works,"  and 
that  landowners  should  hire  people  to  improve  their  estates  and  to 
perform  menial  service.  The  public  works  were  to  be  financed  from 
taxes:  Malthus  proposed  no  deficit  spending. 


JOHN     STUART    MILL 

The  younger  Mill  certainly  was  not  blind  to  the  exist- 
ence of  business  depressions.  He  discussed  the  subject  in  one  of  his 
minor  publications,  Essays  on  Some  Unsettled  Questions  of  Political 
Economy  (1844),  as  well  as  in  the  later  Principles  of  Political  Econ- 
omy. In  part,  he  treated  booms  and  depressions  in  terms  of  specula- 
tion, much  as  Adam  Smith  had  done,  although  more  fully,  and  also  as 
Daniel  Defoe  had  done  over  a  century  previously.  Mill  said: 

There  is  said  to  be  a  commercial  crisis,  when  a  great  number  of  mer- 
chants and  traders  at  once,  either  have,  or  apprehend  that  they  shall  have 
a  difficulty  in  meeting  their  engagements.  The  most  usual  cause  of  this 
general  embarrassment,  is  the  recoil  of  prices  after  they  have  been  raised 
by  a  spirit  of  speculation,  intense  in  degree,  and  extending  to  many  com- 
modities. Some  accident,  which  excites  expectations  of  rising  prices,  such  as 
the  opening  of  a  new  foreign  market,  or  simultaneous  indications  of  a  short 
supply  of  several  great  articles  of  commerce,  sets  speculation  at  work  in 
several  leading  departments  at  once.  The  prices  rise,  and  the  holders  realise, 
or  appear  to  have  the  power  of  realising,  great  gains.  In  certain  states  of 

15  Ibid.,  p.  405. 
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the  public  mind,  such  examples  of  rapid  increase  of  fortune  call  forth 
numerous  imitators,  and  speculation  not  only  goes  much  beyond  what  is 
justified  by  the  original  grounds  for  expecting  rise  of  price,  but  extends 
itself  to  articles  in  which  there  never  was  any  such  ground:  these,  however, 
rise  like  the  rest  as  soon  as  speculation  sets  in.  At  periods  of  this  kind,  a 
great  extension  of  credit  takes  place.  Not  only  do  all  whom  the  contagion 
reaches,  employ  their  credit  much  more  freely  than  usual;  but  they  really 
have  more  credit,  because  they  seem  to  be  making  unusual  gains,  and  be- 
cause a  generally  reckless  and  adventurous  feeling  prevails,  which  disposes 
people  to  give  as  well  as  take  credit  more  largely  than  at  other  times,  and 
give  it  to  persons  not  entitled  to  it.16 

There  was  another  part  of  Mill's  explanation  of  crises.  Speaking 
of  the  losses  which  result  from  these,  he  said: 

And  much  also  is  absolutely  wasted.  Mines  are  opened,  railways  or 
bridges  made,  and  many  other  works  of  uncertain  profit  commenced,  and 
in  these  enterprises  much  capital  is  sunk  which  yields  either  no  return,  or 
none  adequate  to  the  outlay.  Factories  are  built  and  machinery  erected 
beyond  that  the  market  requires  or  can  keep  in  employment." 

It  will  be  noticed  that,  in  the  last  sentence  of  this  passage,  Mill  con- 
ceded the  point  on  which  Owen,  Sismondi,  and  Malthus  had  concen- 
trated: that  productive  capacity  passes  beyond  the  power  of  the 
market  to  absorb  the  product.  Mill  went  on: 

Besides  this  [loss  of  capital],  there  is  a  great  unproductive  consumption 
of  capital,  during  the  stagnation  which  follows  a  period  of  general  over- 
trading. Establishments  are  shut  up,  or  kept  working  without  any  profit, 
hands  are  discharged,  and  numbers  of  persons  in  all  ranks,  being  deprived 
of  their  income,  and  thrown  for  support  on  their  savings,  find  themselves, 
after  the  crisis  has  passed  away,  in  a  condition  of  more  or  less  impoverish- 
ment.18 

Mill  proceeded  to  state  a  view  which  was  developed  by  some  later 
writers  on  business  cycles,  notably  Tugan-Baranowsky.  He  said  that 
funds  seeking  investment  accumulated  in  a  depression  and  that  this 
accumulation  helped  to  cause  the  next  speculative  upswing  in  busi- 
ness: 

By  the  time  a  few  years  have  passed  over  without  a  crisis,  so  much 
additional  capital  has  been  accumulated,  that  it  is  no  longer  possible  to 
invest  it  at  the  accustomed  profit:  all  public  securities  rise  to  a  high  price, 
the  rate  of  interest  on  the  best  mercantile  security  falls  very  low,  and  the 
complaint  is  general  among  persons  in  business  that  no  money  is  to  be  made 
....  But  the  diminished  scale  of  all  safe  gains,  inclines  persons  to  give  a 
ready  ear  to  any  projects  which  hold  out,  though  at  the  risk  of  loss,  the 

16  Principles  of  Political  Economy,  Bk.  3,  Chap.  12,  Sec.  3. 
"  Ibid.,  Bk.  4,  Chap.  4,  Sec.  5.  18  Ibid. 
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hope  of  a  higher  rate  of  profit;  and  speculations  ensue,  which,  with  the 
subsequent  revulsions,  destroy,  or  transfer  to  foreigners,  a  considerable 
amount  of  capital,  produce  a  temporary  rise  of  interest  and  profit,  make 
room  for  fresh  accumulations,  and  the  same  round  is  recommenced.19 

Mill  here  was  studying  what  he  called  "the  tendency  of  profits  to  a 
minimum,"  not  business  depressions.  He  referred  to  the  losses  of 
capital,  in  consequence  of  crises  and  depressions,  as  one  of  the  factors 
which  counteracted  this  tendency. 

Despite  Mill's  own  description  of  the  cycles,  with  its  concession 
(as  we  have  seen)  that  there  may  be  some  truth  in  the  arguments 
of  Owen,  Sismondi,  and  Malthus,  his  judgment  was  given  in  favor 
of  Say's  law.  In  Unsettled  Questions,  he  seemed  to  say  that  the  law 
may  be  ineffective  temporarily  but  nonetheless  operative  over  the 
long  term.20  In  the  later  Principles  of  Political  Economy,  however,  he 
took  a  firm  stand  in  favor  of  the  law.  He  granted  that  Sismondi  and 
Malthus  had  "admirably  conceived  and  explained  several  of  the  ele- 
mentary theorems  of  political  economy,"  but  he  said  that  they  had 
done  so  at  the  expense  of  causing  confusion.  He  thought  that  Sis- 
mondi's  and  Malthus'  emphasis  on  this  point  had  confused  these 
economists  themselves,  with  respect  to  "the  more  difficult  portions  of 
the  subject."  He  added:  "Still  more  is  the  same  confused  idea  con- 
stantly crossing  and  bewildering  the  speculations  of  minds  inferior 
to  theirs."  Then,  he  proceeded  to  say  a  few  words  in  praise  of  "the 
judicious  J.  B.  Say,"  and  of  "Mr.  Mill"  (his  own  father),  for  having 
"set  forth  the  correct  doctrine."21 

Mill's  Principles  of  Political  Economy  went  through  many  editions, 
was  widely  used,  and  had  great  influence  among  professional  econ- 
omists and  others  over  a  number  of  years.  There  is  little  doubt  that 
the  opinions  expressed  in  this  book  helped  to  put  the  depression  theory 
of  Sismondi  and  Malthus  outside  the  pale  of  orthodox  economic 
theory.  The  comment  made  by  Keynes  on  this  subject,  in  his  General 
Theory  of  Employment,  Interest  and  Money  (1936)  may  be  quoted, 
although  Keynes  himself  did  not  refer  to  Mill's  part  in  what  occurred 
and  blamed  Malthus  for  not  having  been  able  to  develop  his  theory 
properly. 

The  great  puzzle  of  Effective  Demand  with  which  Malthus  had  wrestled 
vanished  from  economic  literature.  You  will  not  find  it  mentioned  even  once 

19  Ibid. 

20  See  Essays  on  Some  Unsettled  Questions  of  Political  Economy  (London,  1844), 
pp.  68-73. 

21  Ibid.,  Bk.  3,  Chap.  14,  Sec.  4. 
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in  the  whole  works  of  Marshall,  Edgeworth  and  Professor  Pigou,  from 
whose  hands  the  classical  theory  has  received  its  most  mature  embodiment. 
It  could  only  live  on  furtively,  below  the  surface,  in  the  underworlds  of 
Karl  Marx,  Silvio  Gesell  or  Major  Douglas.22 

Mill's  attitude  to  currency  inflation  as  a  remedy  for  business  depres- 
sions also  helped  to  determine  orthodox  opinion  on  the  subject  for 
many  years  ( see  Chapter  15 ) . 


REVIEW    OF    CLASSICAL    ECONOMICS 

It  is  now  possible  to  survey  classical  economics  as  a  whole.  In  its 
more  extreme  form,  it  was  a  set  of  rules  on  the  subject  of  wealth, 
arrived  at  by  deduction.  To  quote  Nassau  Senior: 

.  .  .  the  subject  treated  by  the  Political  Economist  ...  is  not  Happiness, 
but  Wealth;  his  premises  consist  of  a  very  few  general  propositions,  the  re- 
sult of  observation,  or  consciousness,  and  scarcely  requiring  proof,  or  even 
formal  statement,  which  almost  every  man,  as  soon  as  he  hears  them, 
admits  as  familiar  to  his  thoughts,  or  at  least  as  included  in  his  previous 
knowledge.23 

Senior  stated  in  this  connection  the  four  propositions  which  have 
been  listed  and  discussed  in  Chapter  6  of  this  book.  These  are:  (1) 
that  every  man  desired  to  obtain  additional  wealth  with  as  little  sacri- 
fice as  possible,  (2)  that  the  population  of  the  world  was  limited 
only  by  moral  and  physical  checks,  (3)  that  the  powers  of  labor 
could  be  increased  indefinitely  by  capital,  and  (4)  that,  agricultural 
skill  remaining  the  same,  additional  labor  applied  to  land  yielded  a 
diminishing  return.  From  these  general  propositions,  rules  of  behavior 
were  deduced.  Thus,  from  the  first  proposition,  that  every  man  desired 
to  obtain  additional  wealth  with  as  little  sacrifice  as  possible,  it  was 
deduced  that  capital  and  labor  would  flow  from  less  remunerative 
to  more  remunerative  employments. 

There  were  other  assumptions  in  classical  economics,  whether  or 
not  they  are  regarded  as  basic  enough  to  merit  being  called  "propo- 

22  John  Maynard  Keynes,  General  Theory  of  Employment,  Interest  and  Money 
(London  and  New  York:  Macmillan  &  Co.  Ltd.  and  Harcourt,  Brace  &  Co.,  1936), 
p.  32.  Silvio  Gesell  was  a  German  merchant  who  had  lived  in  South  America  and 
served  briefly  in  a  Bavarian  cabinet.  Clifford  Hugh  Douglas  was  a  British  engineer 
who  advocated  "social  credit"  to  compensate  shortage  of  purchasing  power.  Keynes 
credited  Gesell  with  anticipating  some  parts  of  his  own  theory. 

23  Political  Economy,  pp.  2-3. 
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sitions."  Thus,  the  classical  economists  assumed  that,  when  the  short- 
run  market  price  diverged  from  the  long-run  equilibrium  price,  the 
short-run  price  would  tend  to  move  in  the  direction  of  the  long-run 
equilibrium.  As  has  been  pointed  out  in  connection  with  Adam  Smith's 
theory  of  price,  modern  cobweb  theory  indicates  that  this  is  only 
one  of  three  possibilities  and  there  are  conditions  ( such  as  those  under 
which  pork  and  bacon  are  produced  in  the  United  States)  to  which 
it  seems  inapplicable.  Another  assumption  that  was  in  large  measure 
accepted  by  the  classical  economists  was  the  existence  of  competi- 
tion. The  interoccupational  flow  of  capital  and  labor,  on  which  the 
classical  theory  of  production  and  price  depended,  assumed  com- 
petitive conditions  involving  both  knowledge  and  the  will  to  move. 
Ricardo's  theory  of  rent  also  depended  on  competition. 

It  is  not  always  clear  how  far  the  classical  theories  were  supposed 
to  be  abstract,  their  operation  limited  to  stated  or  implied  conditions, 
or  real  in  the  sense  that  they  did  in  fact  operate  in  the  world  as  it 
was.  This  is  the  criterion  on  which  the  Malthusian  theory  of  popu- 
lation has  to  be  judged.  Under  conditions  in  which  people  want  to 
rear  more  children  than  are  required  to  replace  the  parents,  and  no 
technical  advances  take  place  in  production,  the  theory  advanced  by 
Malthus  appears  valid.  In  the  real  world,  however,  there  are  some 
social  groups  among  whom  not  enough  children  are  born  to  replace 
the  parents,  and  also  such  a  flow  of  technical  advances  has  taken 
place  that  populations  have  expanded  greatly  and  yet  living  stand- 
ards have  risen. 

Wjn^j^iffpTpnpp^Yktpd  hejaazEfip  *hft  riflssiral  writers  in  the  degree 
to  which  their  work  was  abstract  and  deductive,  or  realistic  and  in- 
ductive. Smith's  Wealth  of  Nations  abounds  with  historical  studies, 
and  one  can  well  imagine  that,  if  appropriate  statistical  data  had  been 
available  in  quantity  at  that  time,  Smith  would  have  made  consider- 
able use  of  them.  John  Stuart_Mill>  in  his  treatment  of  distribution, 
went  out  of  his  way  to  consider  conditions  in  societies  other  than  his 
own,  societies  to  which  such  assumptions  as  mobility  of  the  produc- 
tion factors  and  competitive  pricing  were  inapplicable.  On  the  other 
hand,  Ricardo's  Principles  of  Political  Economy  and  Taxation  and 
Senior's  Political  Economy  were  deductive  in  the  extreme.  Taken  as 
a  whole,  it  has  to  be  conceded  that  classical  economics  is  open  to 
criticism  as  being  insufficiently  realistic  and  inductive.  One  gets 
the  feeling  that  even  Smith  and  Mill  were  picking  their  realistic  ex- 
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amples  to  suit  their  arguments  or  speaking  of  conditions  which  were 
off  the  main  channel  of  their  studies. 

The  concept  of  wealth  as  something  suitable  for  separate  examina- 
tion, within  the  area  of  what  we  now  call  the  social  sciences,  per- 
meates the  classical  writings.  Adam  Smith  attemped  such  an  ex- 
amination in  his  Wealth  of  Nations,  and  the  later  classical  writings 
fell  into  the  same  category.  Cairnes  considered  the  matter  formally. 
In  The  Character  and  Logical  Method  of  Political  Economy  (1857), 
Cairnes  claimed  that  political  economy  did  for  wealth  what  astronomy 
did  for  the  stars,  dynamics  for  the  phenomenon  of  motion,  chemistry 
for  that  of  chemical  combination,  and  physiology  for  the  functions  of 
organic  life.  He  added  that  "the  science  is  neutral,  as  between  social 
schemes,"  just  as  mechanics  stands  neutral  between  competing  plans 
of  public  transportation.24  It  has  been  noticed  that  Senior  said  much 
the  same  in  his  Encyclopaedia  Metropolitana  article,  reprinted  as 
Political  Economy. 

Is  this  view  of  classical  economics  really  true?  If  one  reads  Adam 
Smith's  Wealth  of  Nations  after  having  read  his  Theory  of  Moral 
Sentiments,  one  is  likely  to  have  two  impressions.  First,  can  a  study 
of  wealth  (such  as  is  attempted  in  the  Wealth  of  Nations)  be  entirely 
separated  from  examination  of  morals  and  motivation  (conducted  in 
the  Moral  Sentiments)  and  yet  afford  entirely  satisfactory  results? 
Second,  was  Smith  really  neutral  and  objective  in  the  matter  of 
national  self-sufEciency?  Granted  that  wealth  would  be  increased  if 
international  trade  were  free,  an  insecurity  followed  because  of  the 
possibility  that  such  trade  would  be  prevented,  as  by  war.  Perhaps, 
at  an  early  stage  of  his  economic  thinking,  Smith  had  considered  this 
possibility  and  decided  that  it  was  unimportant;  but  by  the  time  the 
Wealth  of  Nations  came  to  be  written  Smith  had  made  up  his  mind. 
When  economic  nationalism  is  being  discussed,  his  book  reads  more 
like  a  prosecutor's  speech  than  a  judge's  summing  up.  Ricardo's  atti- 
tude on  international  trade  similarly  can  be  criticized  for  its  lack  of 
objectivity,  and  so  can  that  of  Malthus  on  population. 

Senior,  despite  his  statements  in  the  Encyclopaedia  Metropolitana 
article,  was  not  backward  in  recommending  government  action  when 
he  thought  this  to  be  desirable.  John  Stuart  Mill  favored  government 
action  in  a  number  of  fields.  Both  Mill  and  Sidgwick  viewed  govern- 

24  John  Elliott  Cairnes,  The  Character  and  Logical  Method  of  Political  Economy 
(2nd  ed.;  London  and  New  York,  1875),  p.  37. 
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ment  activity  deductively  and,  in  so  doing,  employed  a  test  ( maximum 
utility)  which  involves  measuring  or  estimating  something  (that  is, 
utility)  which  often  seems  immeasurable  and  very  difficult  even  to 
estimate.  Certainly  it  was  not  at  the  time  a  universally-accepted  cri- 
terion among  the  leading  social  philosophers  of  other  countries.  Some 
of  these  limitations  of  classical  economics  will  be  better  understood 
after  Chapter  9  has  been  studied. 

Involuntary  unemployment  and  underemployment  of  resources  was 
neglected  in  the  main  stream  of  the  classical  writings.  Only  Malthus, 
among  acknowledged  leaders  of  the  classical  school,  gave  much  at- 
tention to  it.  Moreover,  his  treatment  of  the  subject  was  regarded  by 
other  members  of  the  classical  group  as  something  of  a  rebellion.  It 
was  Jean  Baptiste  Say  who  stood  for  classical  orthodoxy  on  this 
matter,  not  Malthus.  The  basis  of  the  orthodox  position  was  in  the 
classical  emphasis  on  long-term  tendencies  and  the  feeling  that  the 
business  cycle  was  a  short-run  phenomenon.  There  was  also  the  point 
that  people  who  became  concerned  about  depression  and  unem- 
ployment seemed  to  become  dissatisfied  with  the  policy— namely, 
laissez  faire— which  the  classical  writers  believed  to  be,  on  the  whole, 
admirable.  Also,  such  people  were  prone  to  advocate  as  remedies 
courses  like  inflating  the  currency  with  paper  money,  or  organizing 
production  and  distribution  through  the  media  of  co-operative  as- 
sociations. Thomas  Attwood  (whose  views  are  discussed  in  Chapter 
15)  fell  into  the  former  of  these  categories,  Robert  Owen  into  the 
second.  Faced  by  such  possibilities,  the  classical  economists  probably 
judged  the  cures  to  be  worse  than  the  disease;  therefore,  they  did 
not  see  much  sense  in  magnifying  the  importance  of  the  disease. 
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ROMANTICISM  AND 
HISTORICAL  ECONOMICS 


ORGANIC    UNITY:     HEGELIANISM 

The  continent  of  Europe  was  less  advanced  indus- 
trially than  Great  Britain  when  the  classical  school  of  economics 
emerged  and  grew.  Philosophical  individualism  was  influential  to  the 
point  of  being  dominant  in  French  thought,  but  elsewhere  the  ex- 
cesses of  the  Revolution  gave  new  strength  to  a  more  conservative 
outlook.  In  England,  Edmund  Burke  (1729-1797)  wrote  his  Reflec- 
tions on  the  Revolution  in  France,  and  on  the  proceedings  in  certain 
societies  in  London  relative  to  that  event  .  .  .  (1790).  In  this  work, 
Burke  attacked  the  Revolution  and  defended  conservatism  against 
social  change.  (Something  more  is  said  about  Burke's  view  in  con- 
nection with  Thomas  Paine,  in  Chapter  16. )  In  middle  Europe,  large 
estates  remained  important;  government  was  monarchical  in  reality 
and  not  merely  in  the  limited  form  that  it  had  come  to  assume  in 
Britain.  There  was  a  vein  of  thought  on  the  continent  that  was 
markedly  different  from  the  individualistic  philosophy  of  John  Locke, 
upon  which  British  classical  economics  was  based.  Adam  Smith  had 
written  about  what  he  called  the  "wealth  of  nations,"  but  what  he 
considered  under  that  title  was  the  sum  of  individual  wealth.  The 
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nation,  to  Smith,  was  only  an  aggregation  of  individuals,  so  far  as 
wealth  was  concerned;  and  the  functions  of  government  were  limited 
by  Smith  to  providing  defense  and  justice,  operating  a  post  office, 
furnishing  education  for  the  "common  people,"  and  fixing  maximum 
rates  of  interest  on  loans. 

On  the  continent  of  Europe,  the  movement  that  has  been  called 
"Romanticism"  had  become  important.  It  may  be  described  as  a 
revolt  against  the  material  and  the  logical,  in  favor  of  emphasizing 
a  search  for  the  spirit  or  inner  truth  of  man  and  nature.  Rousseau, 
Fichte,  Schelling,  and  Hegel,  among  philosophers,  and  the  econo- 
mist, Adam  Miiller,  can  be  classified  as  Romanticists,  along  with 
Schiller,  the  poet  and  dramatist,  and  such  writers  as  Carlyle,  Words- 
worth, Thoreau,  Ruskin,  and  William  Morris.  The  relation  of  some  of 
these  men  to  the  development  of  economic  thought  is  examined  in  the 
present  chapter. 

German  nationalism  was  one  of  the  "inner  truths"  which  found 
expression  in  the  writings  of  some  of  the  Romanticists.  This  was  true 
of  Fichte,  Hegel,  Miiller,  and  later  of  Friedrich  List.  It  was  this 
attitude,  particularly,  as  well  as  an  acceptance  of  the  general  Ro- 
manticist position,  which  led  Miiller  and  List  to  criticize  the  ideas  of 
Adam  Smith  and  his  school. 

The  role  of  the  individual  in  society  was  of  interest  to  Romanti- 
cists. In  France,  Jean  Jacques  Rousseau  (1712-1778),  philosophical 
father  of  the  Revolution,  visualized  a  general  will  or  objective  of 
society  as  a  whole,  as  distinct  from  the  individual  will.  Montesquieu 
had  looked  on  society  as  an  evolving  whole.  He  sought  a  theory  of 
law  and  found  it  in  the  "spirit"  or  outlook  of  the  society  to  which 
the  law  applied.  A  king  or  government  could  not  rule  at  will:  the 
rule  must  be  in  keeping  with  the  spirit  of  the  society  and  only  as 
this  altered  could  laws  be  changed  acceptably.  In  Germany,  Immanuel 
Kant  (1724-1804)  developed  a  concept  of  duty.  Men  could  be  free 
and  yet,  being  free,  they  had  a  duty  to  other  men:  "Act  so  that  the 
maxim  of  thy  will  can  always  at  the  same  time  hold  good  as  a 
principle  of  universal  legislation."1  This  is  the  "categorical  imperative" 
in  one  of  its  forms.  The  imperative  implies  that  one  should  use  one's 
freedom  so  as  not  to  impinge  upon  the  like  freedom  of  others.  Johann 
Gottlieb  Fichte  (1762-1814)  and  Georg  Wilhelm  Friedrich  Hegel 
(1770-1831),  who— like  Kant— were  German  professors  of  philosophy, 
went  further.  Behind  the  individual  will,  Fichte  saw  the  moral  will, 

1  Critique  of  Practical  Reason  and  Other  Works  on  the  Theory  of  Ethics,  trans. 
T.  K.  Abbott  (6th  ed.;  New  York:  Longmans,  Green  &  Co.,  1909),  p.  119. 
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or  purpose  of  the  universe,  or  God,  whose  will  projected  itself  into 
the  individual  wills.  Hegel  integrated  this  concept  into  a  comprehen- 
sive view  of  philosophy,  society,  and  history. 


THE   HEGELIAN   PHILOSOPHY 

From  Hegel's  viewpoint,  the  entire  universe  was  a 
manifestation  of  the  absolute,  or  God.  The  central  purpose  revealed 
itself  in  the  human  mind.  History  was  the  unfolding  of  this  purpose  in 
external  phenomena  over  time.  Changes  in  social  organization  reflected 
the  evolving  ideas  of  men  as,  through  the  processes  of  their  minds,  they 
sought  the  absolute  purpose,  or  will  of  God.  Progress  was  a  series  of 
struggles  between  ideas,  searching  for  the  final  truth.  In  Hegelian 
terms :  A  thesis,  theory,  or  explanation  was  developed.  It  met  objection 
and  difficulty— the  anti-thesis.  Out  of  the  clash  between  the  two,  a 
solution  or  synthesis  emerged  which  formed  the  basis  of  a  new  ad- 
vance. Through  the  progress  of  ideas  in  this  manner,  man  and  society 
were  seen  as  becoming  more  perfect,  more  in  tune  with  the  ideal. 

From  this  point  of  view,  the  nature  of  man  was  not  to  be  inter- 
preted as  Locke  had  explained  it.  Man's  purpose  was  not  to  be  found 
in  a  bundle  of  wants,  whose  satisfaction  he  was  to  seek.  The  purpose 
of  man  was  to  be  achieved  through  the  harmonious  development  of 
all  his  faculties,  not  for  himself  alone  but  in  keeping  with  the  develop- 
ment of  other  men.  Progress  was  toward  freedom;  but  a  concept  of 
freedom  which  involved  a  conflict  between  individual  and  group  was 
considered  to  represent  social  and  ethical  immaturity.  True  freedom 
expressed  itself  in  association  with  others,  in  the  family,  the  church, 
and  the  state.  The  wants  which  a  person  who  had  achieved  this  free- 
dom would  express  were  social  wants.  He  would  want  the  things 
which  were  for  the  social  good;  for  his  own  good,  it  is  true,  but  also 
for  the  good  of  others. 

To  reach  such  a  condition,  the  individual  had  to  find  his  place  in 
society,  and  his  will  or  purpose  had  to  become  the  social  will,  the 
social  purpose.  Here,  Hegel  became  conservative.  He  spoke  of  existing 
social  institutions  as  something  to  be  accepted  and  used,  and  of  the 
true  good  as  being  achievable  within  their  framework.  Writing  as  he 
did  in  a  Prussia  governed  by  a  despotic  king,  he  seemed  to  suppose 
that  the  will  of  the  whole  necessarily  accorded  with  the  government 
plan.  Lesser  men  than  Hegel  have  made  the  same  mistake. 

Hegel  drew  from  many  sources,  studying  Hume,  Montesquieu,  and 
Steuart  among  the  authors  mentioned  in  earlier  chapters  of  this  book. 
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His  own  volumes  make  a  library  in  themselves,  and  the  more  im- 
portant are  available  in  English  translations.  The  Phdnomenologie 
des  Geistes  (translated  as  The  Phenomenology  of  Mind),  published 
in  1807,  gives  the  range  of  Hegel's  ideas  in  their  developmental  stage. 
The  Wissenschaft  der  Logik  (the  "Science  of  Logic")  appeared  in 
1812-16,  and  the  Naturrecht  und  Staatsivissenschaft  im  Grundrisse 
("Natural  Right  and  Political  Science  in  Outline")  in  1821.  It  became 
the  Grundlinien  der  Philosophie  des  Rechtes  in  1833  (translated  as 
the  Philosophy  of  Right).  Works  on  the  philosophy  of  art  (aesthetics), 
the  philosophy  of  religion,  and  the  history  of  philosophy  were  as- 
sembled by  editors  from  lecture  notes  taken  by  his  students  after 
Hegel's  death. 

ROUSSEAU   AND   FICHTE   ON   PROPERTY 

It  is  interesting  to  note  how  the  philosophical  evolu- 
tion from  Rousseau  to  Hegel  is  reflected  in  an  area  of  economic 
study— property.  Other  points  will  be  taken  up  as  these  arise. 

Rousseau  opposed  very  vigorously  and  eloquently^  jhe^ri^htsof 
property  as  they  existed  in  France  in  his  time.  Certainly,  Rousseau 
did  not  accept  the  existing  political  order  as  representative  of  the 
general  will  or  even  as  a  usable  mechanism  whereby  to  approach 
this.  He  regarded  the  prevailing  system  of  property  as  an  outrage 
against  the  rights  of  man,  and  set  forth  this  opinion  in  an  essay  en- 
titled Sur  Vorigine  de  Tinegalite  parmi  les  hommes  ("On  the  Origin 
of  Inequality  among  Men,"  1755).  Rojusseau,  like  Locke,  based  his 
property  theory  on  the  idea  of  natural  rights,  but  where  Locke  had 
employed  natural  rights  to  justify  property,  Rousseau  used  the  doc- 
trine to  condemn  it.  Locke  had  said  that  the  first  settler,  having  mixed 
his  labor  with  the  land  on  which  he  settled,  thereby  acquired  a  title 
to  this  land.  Rousseau  ridiculed  such  an  idea: 

The  first  man  who,  having  enclosed  a  piece  of  ground,  bethought  himself 
of  saying,  'This  is  mine,'  and  found  people  simple  enough  to  believe  him, 
was  the  real  founder  of  civil  society.  From  how  many  crimes,  wars,  and 
murders,  from  how  many  horrors  and  misfortunes  might  not  any  one  have 
saved  mankind,  by  pulling  up  the  stakes,  or  filling  up  the  ditch,  and  crying 
to  his  fellows:  'Beware  of  listening  to  this  imposter;  you  are  undone  if  you 
once  forget  that  the  fruits  of  the  earth  belong  to  us  all,  and  the  earth  itself 
to  nobody.'2 

8  The  Social  Contract  and  Discourses  ( "Everyman's  Library,"  [London  and  New 
York:  J.  M.  Dent  &  Sons  Ltd.  and  E.  P.  Dutton  &  Co.,  Inc.,  1913]),  p.  192. 
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.  .  .  however  speciously  they  [i.e.,  the  rich]  might  disguise  their  usurpa- 
tions, they  knew  that  they  were  founded  on  precarious  and  false  titles;  so 
that,  if  others  took  from  them  by  force  what  they  themselves  had  gained  by 
force,  they  would  have  no  reason  to  complain.  Even  those  who  had  been 
enriched  by  their  own  industry,  could  hardly  base  their  proprietorship  on 
better  claims.  It  was  in  vain  to  repeat:  1  built  this  well;  I  gained  this  spot 
by  my  own  industry/  Who  gave  you  your  standing,  it  might  be  answered, 
and  what  right  have  you  to  demand  payment  of  us  for  doing  what  we  never 
asked  you  to  do?  Do  you  not  know  that  numbers  of  your  fellow-creatures 
are  starving,  for  want  of  what  you  have  too  much  of?  You  ought  to  have 
had  the  express  and  universal  consent  of  mankind,  before  appropriating 
more  of  the  common  subsistence  than  you  needed  for  your  own  mainte- 
nance.3 

Rousseau  was  not  denying  something  that  Hegel  maintained  later, 
namely,  that  property  rights  were  conducive  to  individual  and  social 
development.  He  was  pointing  out  that,  in  the  France  of  his  day, 
many  men  were  excluded.  This  was  as  true  of  the  Germany  in  which 
Hegel  taught,  as  it  was  of  France  in  Rousseau's  time;  but  Hegel- 
conservative  as  he  was  in  his  outlook— did  not  become  indignant 
about  it. 

JKant-^:feo~"ConsMer^d^the__ppsition  of  the  individual  in  relation  to 
property,  Property  rights  were  justifiable  r justice  was  achievechthrough 
inequality  of  property,  because  possessions  rewarded  the  individual 
.Zjorjlis"  T5S5bntion_jto i  society.  Kant  pointed  out,  however,  that  the 
acquisition  of  property  rights  by  one  individual  affects  others  in  the 
society.  The  government  represented  these  others:  hence,  property 
rights  were  subject  to  government  consent. 

It  might  be  said  that  Fichte  viewed  the  state  as  a  body,  with  mem- 
bers or  organs.  It  was  not  merely  a  central  government,  with  individ- 
ual citizens,  as  such  men  as  John  Locke  and  Adam  Smith  had  seemed 
to  suppose,  any  more  than  a  human  body  was  to  be  interpreted 
adequately  by  looking  upon  it  as  a  collection  of  cells,  assembled  into 
a  person.  The  state  had  members,  like  the  arms  of  a  human  body. 
Leaving  this  simile,  we  can  say  that  Fichte's  view  of  economic  or- 
ganization visualized  individuals  assembled  into  professions,  which 
had  their  due  place  in  the  order  of  the  whole.  Men  had  property 
rights  in  their  professions.  In  Grundlage  des  Naturrechts  ( 1796,  trans- 
lated as  The  Science  of  Rights),  Fichte  said: 

A  class  of  citizens  exclusively  entitled  to  prepare  certain  objects  in  a 
certain  manner  is  called  a  profession.  To  leave  all  professions  open  at  all 
times  to  all  citizens,  renders  a  property-compact  impossible.   .  .  .  The  sub- 

3  Ibid.,  p.  204. 
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stance  of  the  agreement  which  all  others  make  with  the  artists  is  as  follows: 
You  promise  us  to  furnish  this  sort  of  work  in  sufficient  quantity  and  of 
excellent  quality;  we,  on  the  other  hand,  agree  to  purchase  it  only  from 
you.  If  the  professions  do  not  furnish  excellent  work,  they  lose  the  exclusive 
right  granted  to  them  in  the  compact.  Hence,  the  examination  of  candidates 
for  a  profession  is  a  matter  of  common  interest.  The  government,  or  each 
profession  in  the  name  of  the  government,  must  calculate  how  many  persons 
can  live  from  each  profession,  and  how  many  are  necessary  in  each  to 
satisfy  the  needs  of  the  public.  If  all  can  not  make  their  living,  government 
has  made  a  miscalculation  ....  Those  who  cannot  sustain  themselves  from 
the  profession  must  be  assigned  to  other  branches  of  business.4 

Here  we  have  described  a  system  of  economic  organization  which 
harks  back  to  the  guilds  of  the  Middle  Ages  in  western  Europe  and 
has  had  its  modern  counterparts  in  Fascist  Italy  and  National  Socialist 
Germany.  In  a  less  extreme  form,  we  see  elements  of  the  system  in 
professional  organizations,  such  as  those  of  architects  and  medical 
men,  in  the  United  States  at  the  present  time. 

Fichte  linked  property  rights  to  social  duties.  The  artist  had  an 
exclusive  right  to  his  profession  only  if  he  supplied  work  of  sufficient 
quantity  and  suitable  quality.  Of  the  farmer,  Fichte  said: 

As  citizen  of  the  state,  the  agriculturist  must  contribute  towards  the 
needs  of  the  state  ...  he  will  have  to  make  these  contributions  from  the 
products  of  his  field.  Until  he  makes  this  contribution,  he  has  no  property, 
because  he  has  not  fulfilled  the  agreement  which  makes  it  his  property.6 

The  English  farmer  of  our  own  time,  who  has  found  himself  liable 
to  be  put  off  his  farm  because  he  has  been  judged  to  have  farmed  it 
incompetently,  finds  a  precedent  for  his  position  in  this  statement. 
On  property  in  general,  Fichte  commented: 

The  legal  end  of  the  state  in  all  the  property  conveyed  to  citizens  is,  that 
this  property  shall  be  properly  used  for  the  necessities  of  the  state.  Hence, 
the  purchaser  must  agree  to  use  it,  and  must  be  in  a  position  to  be  able  to 
use  it;  for  instance,  if  he  purchases  lands,  he  must  be  able  to  farm;  if  a  pro- 
fession, he  must  understand  it.6 


FICHTE   ON   MONEY   AND   ECONOMIC   SELF-SUFFICIENCY 

To  Fichte,  money  was  not  just  a  material  or  certificate, 
used  to  facilitate  exchange  between  individuals.  It  had  its  appropriate 
attributes  in  an  organic  state: 

*The  Science  of  Rights,  trans.  A.  E.  Kroeger  (London,  1889),  pp.  312-313. 
6  Ibid.,  p.  299.  6  Ibid.,  p.  339. 
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...  by  the  issuing  of  money  the  state  guarantees  that  it  will  furnish  to  the 
holder  of  money  at  any  time,  for  his  money,  those  articles  whereof  the  state 
has  guaranteed  the  enjoyment  to  every  one;  for  each  piece  of  money  in  the 
hands  of  a  private  person  is  a  sign  of  an  indebtedness  on  the  part  of  the 
state.7 

Fichte  went  on  to  say  that  the  money  material  in  itself  should  have  no 
utility.,  Gold  was  better  than  silver  because  the  true  utility  of  gold 
was  less,  compared  with  its  value  as  money.  Paper  or  leather  was  the 
best  money  material,  if  counterfeiting  could  be  prevented.  Fichte 
dismissecPthe  objection  that  the  state  may  overissue  such  money, 
apparently  because  he  assumed  that  all  prices  altered  together  and 
therefore  that  no  injury  was  done  to  individuals  by  changes  in  the 
general  price  level.  Fichte  seems  to  have  been  looking  at  money 
merely  as  a  means  of  exchange  and  to  have  ignored  its  use  as  a 
standard  of  value  over  time,  as  in  long-term  contracts  and  other  situ- 
ations in  which  prices  are  inflexible.  Fichte's  view  here  was  in  sub- 
stance that  expressed  much  more  recently  by  the  German  economist 
Georg  Friedrich  Knapp  (1842-1926),  in  his  Staatliche  Theorie  des 
Geldes  ("State  Theory  of  Money,"  1905). 

In  Der  geschlossene  Handelsstaat  ("The  Closed— or  Isolated— Com- 
mercial State,"  1800 ) ,  Fichte  described  a  state  in  which  an  ideal  social 
system  could  be  developed  because  it  was  isolated  from  other  nations. 
Wars  and  economic  disorders  were  penalties  which  existing  nations 
paid  for  their  relationships  with  one  another  but,  when  such  relation- 
ships were  nonexistent,  the  planners  of  the  state  could  avoid  any  out- 
side influence.  The  extracts  from  Fichte's  Naturrechts  which  have  been 
given  here  will  afford  some  indication  of  the  nature  of  his  ideal  state. 
If  the  geschlossene  Handelsstaat  is  looked  on  as  Fichte's  equivalent  of 
the  Republic  of  Plato,  his  Naturrechts  perhaps  can  be  compared  with 
Plato's  Laws. 


HEGEL   ON   PROPERTY 

Hegel  wrote  and  taught  over  a  wider  range  than 
Fichte,  whose  professorial  chair  at  the  University  of  Berlin  he  came 
to  occupy.  He  reviewed  the  whole  area  of  philosophy  in  his  lectures 
and  books  and  had  a  very  great  influence,  both  in  his  own  time  and 
afterward.  His  views  on  property  are  an  integral  part  of  his  philosoph- 

7  Ibid.,  p.  319. 
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ical  system.  Property  was  not  to  be  understood  fully  in  terms  of  indi- 
vidual possession;  it  was  necessary  for  the  achievement  of  personality: 

The  reasonableness  of  property  consists  not  in  its  satisfying  our  needs, 
but  in  its  superseding  and  replacing  the  subjective  phase  of  personality. 
It  is  in  possession  first  of  all  that  the  person  becomes  rational.  The  first 
realization  of  my  freedom  in  an  external  object  is  an  imperfect  one,  it  is 
true,  but  it  is  the  only  realization  possible  so  long  as  the  abstract  personality 
has  this  first  hand  relation  to  its  object.8 

Recognizing  that  the  expression  of  personality  through  property 
was  beneficial,  the  state  protected  property  rights,  Hegel  said,  but, 
like  other  rights,  they  were  subject  to  the  sovereignty  of  the  state. 
State  sovereignty,  properly  exercised,  was  directed  toward  the  uni- 
versal purpose,  so  it  followed  that  property  rights  were  subject  to  law. 
Hegel  believed  in  inequality  of  property,  not  equality.  If  property  were 
a  means  of  individual  expression,  it  followed  that  properties  should 
be  unequal: 

.  .  .  the  assertion  that  the  property  of  every  man  ought  in  justice  to  be 
equal  to  that  of  every  other  is  false,  since  justice  demands  merely  that  every 
one  should  have  property.  Indeed,  amongst  persons  variously  endowed 
inequality  must  occur,  and  equality  would  be  wrong.9 

As  elsewhere,  Hegel  counseled  patience  in  interpreting  the  con- 
temporary social  system.  He  pointed  out  that  freedom  of  the  person- 
ality had  become  recognized  when  Christianity  had  spread  through 
western  Europe  and  yet  the  desirability  of  freedom  of  property  was 
only  recently  being  conceded. 

GENTZ   AND   MULLER 

Friedrich  von  Gentz  (1764-1832)  and  Adam  Heinrich 
Miiller  ( 1779-1829 )  have  to  be  discussed  together.  They  were  friends 
and  their  lives  were  closely  interwoven.  Both  were  born  in  Germany 
and  they  went  to  Vienna  in  company.  After  the  move  to  Vienna, 
Gentz  secured  the  appointment  of  Miiller  to  an  Austrian  government 
position.  Gentz  was  the  politician  of  the  two,  Miiller  the  philosopher 
and  economist. 

In  his  early  life,  Gentz  had  come  under  the  influence  of  Kant.  At 
first,  he  welcomed  the  French  Revolution.  He  translated  Burke's 
Reflections  into  German,  agreeing  with  the  views  which  Burke  ex- 

8  Philosophy  of  Right,  trans.  S.  W.  Dyde  (London,  1896),  pp.  48-49. 

9  Ibid.,  p.  56. 
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pressed  in  that  book.  From  then  onward,  Gentz  took  a  position  that 
was  conservative,  if  not  reactionary.  He  worked  incessantly  against 
the  French  Revolution  and  Napoleon  in  the  service  of  the  Austrian 
government  and  became  one  of  the  principal  advisers  of  Prince 
Metternich. 

Gentz  wrote  prolifically.  Of  interest  at  an  early  stage  of  Gentz's 
career  is  a  memorandum  addressed  to  the  Prussian  king,  Friedrich 
Wilhelm  III,  on  the  latter's  accession  to  the  throne  in  1797,  advocating 
more  freedom  of  trade.  Gentz  gave  some  attention  to  finance  and,  in 
opposition  to  Ricardo,  advanced,  with  Muller,  the  concept  of  a  cur- 
rency resting  on  a  state  fiat.  Fichte  had  the  same  idea,  as  we  have 
seen. 

Muller  began  his  literary  career  by  criticizing  Fichte's  Der  geschlos- 
sene  Handelsstaat,  supporting,  in  some  respects,  Adam  Smith's  attitude 
on  economics  rather  than  that  of  Fichte.  Muller  soon  made  it  clear, 
however,  that  he  had  come  to  disagree  with  Smith.  He  accepted  to 
some  extent  the  theory  which  Fichte  and  Hegel  propounded,  that  the 
state  or  society  was  to  be  considered  as  a  whole,  and  he  criticized  the 
materialism  of  Smith's  economics.  The  individual  was  not  properly 
interpreted  as  a  being  selfishly  pursuing  his  own  ends;  he  was  part  of 
a  society  in  which  regard  for  others  was  an  element.  Like  Fichte  and 
Hegel,  Muller  seemed  to  identify  society  with  the  political  state  or 
government.  In  fact,  he  appeared  to  glorify  the  state.  In  this  and  other 
respects,  Fichte,  Hegel,  and  perhaps  particularly  Muller,  can  be 
counted  among  the  principal  ideological  forebears  of  German  National 
Socialism.  Muller  also  introduced  religion  into  his  system  of  thought. 
He  said  that  productive  labor  was  a  duty  to  God,  with  the  natural 
resources  which  God  had  contributed  aiding  in  the  production  process. 

Feudalism  fell  into  place  in  the  state  as  Gentz  and  Muller,  as  well 
as  Fichte  and  Hegel,  visualized  it.  Gentz,  in  one  of  his  writings,  de- 
fended feudalism.  That  system  was  still  prevalent  in  the  Germanic 
countries  at  the  beginning  of  the  nineteenth  century,  although  its 
remains  were  abolished  in  France  with  the  Revolution.  Feudalism 
recognized  no  complete  ownership  but  only  rights,  along  with  asso- 
ciated duties,  so  it  fitted  well  into  the  ideological  concept  of  an  organic 
society.  Personal  goods  had  a  similar  character,  as  Muller  saw  them: 
they  involved  individual  rights  and  also  duties  to  others.  The  indi- 
vidual was  not  entirely  his  own  person  because  he  had  social  duties. 
Production  was  beneficial  because  it  added  to  the  supply  of  useful 
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goods,  but  Miiller  extended  the  production  concept  beyond  Smith. 
He  included  the  development  of  the  arts,  for  example.  The  factors  of 
production  were  not  only  land,  labor,  and  capital.  They  were  men  and 
nature  and  they  rested  on  the  past.  The  heritage  of  ideas  and  skills- 
spiritual  capital— was  a  factor  of  production. 

Miiller's  writings  include  Von  der  Idee  des  Staats  ( "On  the  Idea  of 
the  State,"  1809),  Die  Elemente  der  Staatskunst  ("The  Elements 
of  Politics,"  1809),  Die  Theorie  der  Staatshaushaltung  ("The  Theory  of 
Public  Finance,"  1812),  and  Versuch  einer  neuen  Theorie  des  Geldes 
("Essay  on  a  New  Theory  of  Money,"  1816).  His  ideas  were  not  always 
expounded  clearly  but  it  is  evident  that  what  he  was  offering— con- 
temporarily with  Hegel— was  in  large  measure  an  economic  expression 
of  the  Fichte-Hegel  view  of  society,  much  as  Adam  Smith  had  pro- 
duced an  economic  counterpart  of  the  philosophical  individualism  of 
John  Locke. 


FRIEDRICH    LIST    AND    THE    PROTECTIONIST 
MOVEMENT 


THE      NATIONAL    SYSTEM    OF   POLITICAL   ECONOMY 

A  writer  of  more  direct  interest  in  the  United  States 
is  Friedrich  List  (1789-1846),  whose  thinking  had  some  relationship 
to  that  of  the  men  discussed  earlier  in  this  chapter.  List  was  born  and 
educated  in  Germany  and  was  appointed  to  a  professorial  position 
there.  His  ideas  led  him  into  trouble  and  he  moved  to  the  United 
States,  where  he  became  editor  of  a  Pennsylvania  newspaper  and  was 
active  in  the  protectionist  movement.  He  was  subsequently  an  Ameri- 
can consul  in  Germany. 

List  wrote  a  book  called  Das  nationale  System  der  politischen 
Oekonomie,  der  internationale  Handel,  die  Handels  politik  und  der 
deutsche  Zollverein  ("The  National  System  of  Political  Economy, 
International  Trade,  Trade  Policy  and  the  German  Customs  Union," 
1841).  In  this  work,  List  attacked  British  classical  economics  for  its 
"cosmopolitanism,"  claiming  that  it  ignored  the  nation.  He  said  that 
societies  passed  through  a  number  of  historical  stages:  (1)  a  barbarian 
or  hunting  stage,  which  characterized  primitive  society,  ( 2 )  a  pastoral 
civilization  of  the  type  described  in  the  book  of  Genesis,   (3)  self- 
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sufficient  agriculture,  such  as  existed  in  Europe  down  to  modern  times 
and  in  North  America  in  the  early  days  of  settlement,  (4)  agriculture 
in  addition  to  manufactures  for  local  consumption,  as  in  Germany  and 
the  United  States  in  List's  time,  and  finally  ( 5 )  agriculture  in  addition 
to  manufactures  for  world  trade,  i.e.,  the  condition  of  Britain  in  List's 
day  and  of  the  United  States  in  our  own  time. 

List  said  that  the  free  trade  advocated  by  the  classical  economists 
was  applicable  to  the  fifth  stage  of  development,  which  made  it  suit- 
able to  Britain  when  it  was  put  forward  there,  but  said  it  was  unsuited 
either  to  Germany^  or  to  the  United  States  in  his  own  day.  These 
nations  needed  to  expand  their  manufactures  further,  so  as  to  reach  the 
stage  of  economic  development  which  Britain  already  occupied,  before 
they  considered  a  policy  of  free  trade.  The  true  political  economy, 
with  which  Adam  Smith  had  not  concerned  himself,  was  "that  policy 
which  each  separate  nation  had  to  obey  to  make  progress  in  its 
economical  conditions."10  List  said  that,  if  there  were  a  universal  union 
of  the  nations  and  a  guarantee  of  lasting  peace,  a  system  of  economics 
which  required  economic  interdependence  of  nations  might  be  justi- 
fied; but  these  conditions  did  not  exist.  It  was  not  for  the  best  good  of 
a  nation  that  it  should  become  highly  specialized.  Not  only  was  there 
the  possibility  of  interruption  of  trade  when  it  was  conducted  with 
other  nations  but  "The  whole  social  state  of  a  nation  will  be  chiefly 
determined  by  the  principle  of  the  variety  and  division  of  occupations 
and  the  co-operation  of  its  productive  powers.  ...  A  nation  which  only 
carries  on  agriculture,  is  an  individual  who  in  his  material  production 
lacks  one  arm."11 

To  develop  manufactures  in  such  a  country  as  Germany,  List 
recommended  the  institution  of  a  system  of  protection  through 
import  duties,  to  be  introduced  gradually  so  as  to  avoid  undue  damage 
~to  existing  interests,  and  to  be  lowered  as  the  protected  industries 
became  established.  He  mentioned  an  original  protection  of  forty  to 
sixty  per  cent,  with  a  continuing  protection  of  twenty  to  thirty  per  cent 
after  the  new  industry  had  become  established.  Raw  materials  should 
be  imported  free  ojjluty.  The  policy  should  be  timed  to  go  into  effect 
~wKen  conditions  were  considered  suitable  for  industrial  development 
and  brought  to  an  end  when  such  development  had  been  completed.  It 
may  be  mentioned  that  the  father  of  Henry  Carey  became  a  friend  of 

10  The  National  System  of  Political  Economy,  trans.  S.  S.  Lloyd  (London,  1885), 
p.  97. 

11  Ibid.,  pp.  129-130. 
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List's  during  the  German  economist's  stay  in  the  United  States;  Henry 
Carey  himself  became  one  of  the  leaders  of  the  American  protectionist 
movement. 


CAREY 

Following  List,  Henry  Carey  said  that  diversified  in- 
dustry "furnishes  employment  for  every  variety  of  human  faculty."12  He 
also  argued  that,  so  long  as  America  was  exporting  agricultural  prod- 
ucts, it  was  reducing  its  stock  of  fertilizing  ingredients:  "The  planter," 
he  said,  "was  steadily  giving  more  of  his  raw  materials,  and  receiving 
less  in  exchange  for  them,"  and  the  result  was  "exhaustion  of  the  soil, 
and  weakness  of  the  State."13  John  Stuart  Mill  replied  to  this  argument 
by  saying  that  it  was  true  that  the  export  of  farm  produce  exhausted 
the  soil  but  that,  when  it  ceased  to  be  more  profitable  to  break  up 
new  land  than  to  apply  fertilizer,  America  either  would  become  an 
importer  of  fertilizer  or  "without  protecting  duties  grow  corn  for 
herself  only,  and  manufacturing  for  herself,  will  make  her  manure,  as 
Mr.  Carey  desires,  at  home."14 

Like  some  other  supporters  of  tariff  protection,  Carey  argued  that 
the  cost  of  transportation  was  a  reason  for  the  development  of  home 
manufactures.  To  this,  Mill  replied  that  transportation  cost  was  itself 
a  form  of  protection  to  the  industry  of  the  importing  nation.  Imports 
came  in  only  if  the  manufacturing  costs  of  the  exporting  country  were 
sufficiently  lower  than  in  the  importing  one  to  compensate  for  the 
costs  of  transportation  between  the  two.  Carey's  views  on  population 
and  diminishing  returns  have  been  discussed  in  Chapter  6. 

Simon  Nelson  Patten  (1852-1922),  who  taught  economics  at  the 
University  of  Pennsylvania  for  many  years,  used  arguments  in  favor 
of  protection  which  were  broadly  similar  to  those  advanced  by  Carey. 

THE    PROTECTIONIST   MOVEMENT   IN    THE   UNITED    STATES 
AND   IN   GERMANY 

As  early  as  1820,  an  American  lawyer  who  had  studied 
economics,  Daniel  Raymond  (1786-1849),  published  a  book  called 
Thoughts  on  Political  Economy  which  showed  that  he  held  opinions 

12  Principles  of  Social  Science  (3  vols.;  Philadelphia,  1858-1859,  1877),  II,  241. 

13  Ibid.,  p.  vii. 

14  Principles  of  Political  Economy,  Bk.  5,  Chap.  10,  Sec.  1.    The  replies  to  Carey 
appeared  only  in  the  later  editions  of  Mill's  book. 
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similar  to  those  put  forward  by  List  and  Carey.  Raymond  said  that 
Adam  Smith  had  supposed  national  and  individual  wealth  to  be  the 
same.  Raymond  argued  that  the  two  were  different  and  gave  strong 
support  to  a  protective  tariff.  Here  he  seems  to  have  been  influenced 
by  Alexander  Hamilton  (1757-1804),  in  whose  name  a  Report  on  the 
Subject  of  Manufactures  was  made  in  1791,  recommending  the 
establishment  of  a  fund  from  which  bounties  were  to  be  paid  to 
encourage  manufactures  in  the  United  States.  Hamilton's  report  offered 
reasons  for  the  policy  which  it  advocated.  Manufactures  gave  more 
scope  for  division  of  labor  and  the  use  of  machinery  than  did  agri- 
culture; they  provided  greater  opportunity  for  diversity  of  talents;  and 
they  avoided  undue  dependence  on  foreign  sources  of  supply.  The 
report  laid  down  tests  for  the  suitability  of  an  industry  for  assistance, 
such  as  the  local  availability  of  its  raw  materials  and  the  extent  of  the 
local  demand  for  its  product. 

In  examining  the  protectionist  movement  in  the  United  States,  both 
geography  and  history  should  be  recalled.  During  the  period  of  non- 
intercourse  which  preceded  the  war  of  1812-1815,  and  during  the  war 
itself,  trade  with  Britain  had  been  interrupted  and  local  manufactures 
had  arisen  in  the  United  States.  Local  manufactures  had  also  arisen 
during  the  Revolutionary  War,  following  which  Hamilton  had  made 
his  report.  But  at  that  time  the  newly-established  manufacturing  enter- 
prises had  to  face  British  competition,  and  many  of  them  failed  to 
survive.  This  would  have  occurred  again  in  the  period  after  the  war  of 
1812-1815,  and  the  unfavorable  conditions  would  have  continued,  if 
protection  had  not  been  conferred  by  an  import  tariff. 

The  protective  tariff  was  the  subject  of  considerable  controversy 
during  the  nineteenth  century.  Support  for  the  tariff  came  from  the 
northern  cities,  among  which  Philadelphia  was  outstanding.  Opposi- 
tion came  largely  from  the  agricultural  south.  It  was  no  accident  that 
List  and  Carey,  as  well  as  Raymond  and  Patten,  all  lived  in  the 
Philadelphia-Baltimore  area. 

The  situation  in  Germany  after  the  conclusion  of  the  Napoleonic 
Wars  was  similar  in  part  to  that  of  the  United  States  in  the  same  period, 
with  respect  to  British  competition  with  the  local  industry.  Germany 
was  like  America  in  having  ample  supplies  of  coal  and  iron,  but  war 
had  impeded  their  recent  development.  Moreover,  the  German  states 
were  not  yet  unified  politically.  The  Zollverein,  or  customs  union,  was 
a  trade  agreement  between  the  several  German  states  made  in  1833, 
As  of  1834,  it  established  free  trade  within  the  area  of  the  co-operating 
states,  with  a  tariff  barrier  around  them.  It  can  be  compared  with  the 
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European  Economic  Community,  or  "Common  Market,"  established 
in  1957  by  treaty  to  include  France,  Italy,  Belgium,  Holland,  Luxem- 
bourg, and  West  Germany. 

Looking  backward  on  the  protective  tariff  in  the  United  States 
during  the  nineteenth  century,  the  German  Zollverein,  and  the  pro- 
tectionist program  of  the  unified  Germany  which  succeeded  the  co- 
operating states,  there  seems  little  doubt  that  manufacturing  industry 
would  have  become  important  in  those  countries  without  the  tariff 
assistance  which  was  given.  Both  Germany  and  America  had  the 
requisite  natural  resources  as  well  as  the  social  conditions  that  favored 
their  exploitation.  The  opinion  may  be  hazarded  that  protection  helped 
industrial  development.  Whether  the  protection  did  more  harm  than 
good  when  considered  in  all  its  aspects,  including  that  of  cost  to  the 
consumer,  is  an  open  question. 

PROTECTION  VERSUS  FREE  TRADE 

Probably  there  is  no  area  of  economic  policy  in  which, 
over  the  years,  the  issue  has  been  so  clearly  joined  between  the  indi- 
vidualism of  classical  economics  and  the  concept  of  a  whole  or  nation, 
as  in  the  area  of  freedom  of  international  trade. 

One  of  the  main  points  of  Adam  Smith's  Wealth  of  Nations  was 
that  the  total  of  individual  wealth  was  reduced  by  the  imposition  of 
restrictions  on  the  free  movement  of  labor,  of  capital,  and  of  goods 
between  nations  (or  between  localities  or  sections  of  industry  within 
the  same  nation,  for  that  matter ) .  In  general,  economists  have  admitted 
the  validity  of  Smith's  arguments  on  this  subject. 

However,  one  of  the  more  outstanding  of  those  of  Smith's  followers 
who  were  contemporary  with  List,  John  Stuart  Mill,  conceded  the 
theoretical  correctness,  in  proper  circumstances,  of  the  argument  put 
forward  by  List  for  infant  industry  protection.  Granted  that  the  indus- 
try to  be  protected  is  one  with  higher  beginning  production  costs  than 
those  of  similar,  more  fully-developed  enterprises  in  other  countries, 
it  is  possible  to  increase  the  total  amount  of  wealth  by  protecting  the 
industry  temporarily.  The  only  requirement:  when  the  protected  indus- 
try later  operates  on  a  larger  scale,  its  costs  must  be  sufficiently  lower 
not  only  for  it  to  operate  successfully,  but  also  to  repay  the  costs  of 
the  temporary  protection  program.  The  withdrawal  of  Mill's  support 
from  such  a  plan  was  on  practical  grounds.  He  saw  signs  that  it  would 
be  abused;  and  certainly  opportunities  for  abuse  are  present. 

People  who  are  interested  in  almost  any  small  industry  are  prone 
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to  claim  that  theirs  is  a  suitable  industry  for  protection.  Then,  when 
what  is  intended  to  be  temporary  assistance  has  been  given,  pressure 
arises  from  within  the  industry  for  the  protection  to  be  continued 
indefinitely.  Moreover,  the  pressure  is  likely  to  appear  justified.  If 
enterprisers  have  free  entry  into  the  protected  industry,  its  profits  in 
the  long  run  will  be  neither  higher  nor  lower  than  those  in  other  indus- 
trial activities  in  the  same  country.  Some  enterprisers  in  the  protected 
industry  will  have  a  marginal  position— that  is,  they  would  incur  such 
losses  as  to  be  driven  from  the  industry  if  the  protection  program 
were  to  be  abandoned.  These  are  the  producers  who,  when  investiga- 
tions are  made  concerning  the  need  for  protection,  are  able  to  furnish 
convincing  evidence  for  continuance  of  the  program. 

List's  arguments,  however,  went  beyond  those  of  Mill.  List  wanted 
a  diversified  nation,  offering  a  variety  of  occupational  choices  and  a 
degree  of  self-reliance  not  present  with  extensive  production  specializa- 
tion. The  economic  difficulties  which  were  experienced  by  Chile,  in 
consequence  of  that  country's  dependence  on  the  nitrate  industry,  and 
by  the  Sudan,  through  its  reliance  on  cotton,  lend  support  to  this 
argument.  There  is  no  doubt  that  it  has  merit,  but  it  is  not  an  argu- 
ment that  should  be  confined  entirely  to  international  trade.  Some  of 
the  coal  mining  districts  and  textile  towns  in  the  United  States  and 
Britain  have  at  times  experienced  difficulties  similar  to  those  of  Chile 
and  the  Sudan. 

A  practical  problem  concerning  freedom  of  international  trade 
arises  from  the  condition  that  one  government  cannot  control  the 
actions  of  another.  For  example,  in  the  Union  of  South  Africa  it  has 
been  argued  in  recent  years  that  manufactures  should  be  developed 
because  the  importance  of  gold  mining  is  sure  to  decline  as  the  mines 
become  exhausted,  and  there  is  no  assurance  that  the  population  which 
has  been  supported  by  mining  gold  will  be  allowed  to  enter  other 
countries.  Also,  the  argument  for  protection  in  the  interests  of  national 
defense  has  to  be  conceded.  If  essential  supplies  can  be  cut  off  in  times 
of  international  dispute,  there  is  something  to  be  said  for  maintaining 
a  certain  amount  of  local  industry. 


THE    HISTORICAL    SCHOOL 

What  commonly  is  called  the  German  historical  school 
of/ economics  dominated  economic  thought  in  Germany  from  1843, 
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when  Wilhelm  Georg  Friedrich  Roscher  (1817-1894)  published  his 
Grundriss  zu  Vorlesungen  iiber  die  Staatswirtschaft,  nach  geschicht- 
licher  Methode  ("Foundations  of  Lectures  on  Political  Economy, 
according  to  the  Historical  Method"),  to  the  appearance  in  1883  of 
Karl  Menger's  Untersuchungen  iiber  die  Methode  der  Sozialwissen- 
schaften,  und  der  politischen  Oekonomie  insbesondere  ("Investigation 
of  the  Method  of  Social  Sciences  and  especially  Political  Economy"). 
In  addition  to  Roscher,  leading  members  of  the  school  were  Bruno 
Hildebrand  (1812-1878),  Karl  Gustav  Adolf  Knies  (1821-1898),  Gus- 
tav  von  Schmoller  (1838-1917),  and  Karl  Biicher  (1847-1930).  Wer- 
ner Sombart  (1863-1941)  may  be  classified  with  this  group,  although 
this  book  deals  with  Sombart  in  a  later  chapter.  All  were  professors  in 
German  universities. 

The  classical  economics  of  Adam  Smith  and  his  successors  had 
received  little  acceptance  in  Germany,  as  we  have  seen.  Yet  industry 
was  developing  in  that  country,  especially  after  the  middle  of  the 
nineteenth  century.  Whereas  such  writers  as  Adam  Muller  offered  a 
radically  different  economic  philosophy  than  that  of  Adam  Smith, 
members  of  the  historical  school— especially  Roscher— incorporated 
what  they  considered  to  be  relevant  features  of  classical  economics 
in  a  body  of  doctrines  which  they  believed  to  be  more  widely  appli- 
cable than  classical  economics  itself.  The  philosophical  background 
for  this  evolutionary  view  of  economics  was  provided  by  Hegel.  Also, 
a  historical  school  of  law  had  arisen,  founded  by  Gustav  von  Hugo 
(1764-1844),  who  taught  law  at  Gottingen,  and  carried  further  by 
Friedrich  Karl  von  Savigny  (1779-1861),  law  professor  at  the  Uni- 
versity of  Berlin  and  tutor  to  the  Prussian  crown  prince.  Savigny  had 
made  a  study  of  the  history  of  Roman  law  particularly,  and  he  had 
joined  in  establishing  a  journal  which  was  to  be  the  organ  of  the  new 
school  of  law. 


ECONOMIC   IDEAS   AND   METHODS 

Roscher  and  his  successors  saw  economics  as  part  of  a 
broader  study  of  an  integrated  and  evolving  society.  They  taught  that 
economic  organization  and  theory  must  be  related  to  time  and  place, 
that  is  to  say,  to  the  environment.  This  is  what  Savigny  and  his  fol- 
lowers were  saying  about  law.  Roscher  believed  that  classical  eco- 
nomics was  not  of  universal  application,  as  the  classical  economists 
themselves  seemed  to  suppose.  Its  applicability  was  limited  to  the 
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society  in  which  it  had  emerged.  To  develop  an  economics  of  general 
application,  it  was  necessary  to  study  the  history  of  various  societies 
and  of  human  society  as  a  whole.  Such  study  had  to  be  inductive. 
Generalizations  or  principles  had  to  be  found  by  examining  data  con- 
cerning the  environment  to  which  they  could  be  considered  to  apply. 
Economic  study  must  be  pursued  in  conjunction  with  the  work  of 
historians  and,  later,  that  of  statisticians.  As  a  matter  of  record,  Adam 
Smith  had  done  more  of  this  sort  of  thing  that  his  detractors  appeared 
to  believe,  but  certainly  this  was  not  true  of  Ricardo  or  Senior. 

Only  as  the  historical  school  developed  were  these  ideas  fully 
expressed;  it  was  Schmoller,  more  than  earlier  members  of  the  group, 
who  grounded  it  firmly  in  historical  research.  Whereas  some  of  the 
earlier  writings  of  the  school  seemed  to  imply  that  economic  laws 
were  nonexistent— except  perhaps  for  a  law  that  all  laws  are  dependent 
on  the  environment— Schmoller  appeared  to  suggest  in  his  later  writ- 
ings that  there  were  basic  laws  of  human  development,  if  only  men 
could  discover  them. 

The  abstract  method  of  the  classical  economists  was  criticized  by 
the  historical  writers.  Particularly  opposed  was  the  classical  accept- 
ance of  the  postulate  of  enlightened  self-interest  as  an  all-pervading 
economic  motive.  Economists  of  the  historical  school  pointed  out  that 
motives  were  more  complex  than  this,  and  that  reasoning  based  on 
self-interest  was  not  of  universal  application. 

To  illustrate  the  generalizations  made  by  members  of  the  historical 
school,  reference  may  be  made  to  the  systems  of  stages  of  economic 
development,  described  by  List,  Hildebrand,  and  Bucher.  List  can  be 
regarded  as  a  forerunner  of  the  historical  school  rather  than  as  a  mem- 
ber of  it;  the  stages  of  development  which  he  described  have  been  men- 
tioned earlier  in  the  present  chapter.  Hildebrand  based  his  system 
of  stages  on  methods  of  exchange.  He  saw  society  progressing  from 
barter,  through  money,  to  credit.  Bucher,  emphasizing  the  social  and 
economic  unit,  visualized  the  independent  family  unit  giving  place  to 
a  town  economy,  with  a  national  economy  emerging  later.  Bucher 
also  noted  stages  in  labor  organization:  domestic  work  for  family 
needs  gave  place  to  specialized  handicrafts  producing  for  a  market, 
with  a  factory  system  of  production  at  a  subsequent  stage. 

Biicher's  work  on  labor  may  be  taken  as  an  illustration  of  the  broad 
social  viewpoint  taken  by  members  of  the  historical  school.  Instead  of 
approaching  labor  in  terms  of  a  narrow  classical  economics,  looking  on 
the  wage  as  a  matter  of  supply  and  demand,  and  examining  its  effect 
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on  the  size  of  the  population— as  Smith  and  Ricardo  had  done— 
Biicher  wrote  a  book  called  Arbeit  und  Rhythmus  ("Labor  and 
Rhythm,"  1919).  In  this  work,  he  studied  the  integration  of  manual 
labor  with  music  in  such  forms  as  rhythmic  chants,  which  in  some 
social  groups  help  to  make  labor  palatable,  if  not  enjoyable.  Biicher 
saw  the  laborer  not  as  a  workingman  engaged  in  the  production 
process,  but  as  a  whole  man  in  an  activity  in  which  all  of  the  man 
participated. 

Following  the  appearance  of  Karl  Menger's  work  on  method  in 
1883,  which  gave  new  strength  to  the  classical  position,  there  was 
considerable  controversy  on  the  scope  and  method  of  economics.  It 
came  to  be  conceded  by  economists  generally  that,  although  the 
criticisms  of  classical  economics  which  had  been  offered  by  members 
of  the  historical  school  had  at  times  been  extreme,  they  nevertheless 
contained  much  truth.  If  economics  were  to  be  looked  upon  as  the 
study  of  only  one  phase  of  society,  namely  wealth-seeking  and  divid- 
ing, then  it  must  be  recognized  that  its  data  and  conclusions  were 
necessarily  interlinked  with  data  and  conclusions  referring  to  other 
facets  of  the  whole  society.  More  than  formerly,  it  came  to  be  ad- 
mitted that  what  were  called  economic  laws  often  were  little  more 
than  generalizations  applicable  to  particular  circumstances.  When  they 
were  generalizations  arrived  at  on  the  basis  of  past  behavior,  they 
could  be  employed  in  forecasting  only  so  far  as  environmental  condi- 
tions remained  unaltered. 


BRITISH  WRITERS   WITH   THE   HISTORICAL   VIEWPOINT 

The  development  of  a  historical  approach  to  eco- 
nomics was  not  confined  to  Germany.  In  Britain,  Richard  Jones  ( 1790- 
1855),  Malthus'  successor  as  professor  at  the  East  India  Company's 
college,  as  early  as  1831  had  published  An  Essay  on  the  Distribution 
of  Wealth  and  on  the  Sources  of  Taxation.  In  this  work,  Jones  exam- 
ined land  tenure  historically,  with  respect  to  different  countries,  and 
he  pointed  out  that  Ricardo's  theory  of  rent  was  largely  inapplicable 
to  some  systems  of  land  holding. 

Thomas  Edward  Cliffe  Leslie  (1825P-1882),  who  was  professor  of 
political  economy  and  jurisprudence  at  Belfast,  Ireland,  took  the  same 
view.  He  published  a  comparative  study,  Land  Systems  and  Industrial 
Economy  of  Ireland,  England  and  Continental  Countries  (1870),  as 
well  as  a  number  of  essays,  in  which  he  made  clear  his  rejection  of 
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the  deductive  approach  of  orthodox  British  economics  in  favor  of 
induction.  Essays  in  Political  and  Moral  Philosophy  (1879)  and 
Essays  in  Political  Economy  (1888)  collected  his  papers.  Cliffe 
Leslie  said  in  one  of  his  essays  that  the  classical  economists  started  by 
assuming  a  knowledge  of  ultimate  causes  and  then  deduced  what  hap- 
pened from  the  causes  so  assumed.  What  was  needed,  Leslie  remarked, 
was  investigations  of  the  actual  phenomena,  with  a  view  to  discovering 
their  causes.15  This  typifies  his  viewpoint. 

James  Edwin  Thorold  Rogers  (1823-1890)  for  some  years  held 
professorships  in  both  London  and  Oxford.  He  also  sat  in  Parliament 
for  a  time.  His  History  of  Agriculture  and  Prices  in  England  (1259- 
1793)  gave  the  results  of  extensive  research.  He  published  other 
works  as  well,  of  which  Six  Centuries  of  Work  and  Wages  ( 1885 )  is 
perhaps  the  best-known.  Rogers  argued  that  Ricardo's  theory  of  rent 
was  inapplicable  even  in  England;  it  assumed  mobility  where  mobility 
did  not  exist.  It  was  a  "theory  of  profit  held  by  economists  of  the 
speculative  school,  who  having  derived  their  illustrations  mainly  from 
the  modern  money  market,  have  written  about  agricultural  and 
manufacturing  capital  as  though  it  could  be  manipulated  with  almost 
as  much  ease  as  a  balance  at  a  banker's  or  an  investment  in  consols 
can  be."16  In  support  of  this  statement  by  Rogers  may  be  cited  the 
records,  studied  by  the  writer  of  this  book  a  number  of  years  ago,  of  an 
English  farm  which  had  been  leased  on  a  series  of  annual  agree- 
ments from  1846  to  1926.  In  spite  of  yearly  opportunities  during  all 
this  time  to  adjust  the  rental,  only  one  change  took  place.  This  was 
in  the  1890's,  when,  as  for  other  farms  on  the  same  estate,  a  reduction 
of  ten  per  cent  was  made  in  the  annual  rental  because  the  landowner 
thought  that  he  ought  to  do  something  to  help  his  tenants  in  the  agri- 
cultural depression  which  prevailed  at  that  time.  The  evidence  sug- 
gested that  this  particular  farm  was  affected  very  little  by  that 
depression. 

Walter  Bagehot  (1826-1877)  was  another  Englishman  who  gave 
support  to  the  ideas  of  the  historical  school.  Bagehot  was  editor  of 
a  newspaper,  the  London  Economist.  In  a  series  of  articles  on  "The 
Postulates  of  English  Political  Economy,"  which  began  in  the  Fort- 
nightly Review  in  1876  and  were  included  in  his  book,  Economic 

15  "On  the  Philosophical  Method  of  Political  Economy,"  in  Essays  in  Political 
Economy  (Dublin  and  London,  1888),  p.  188. 

16  History  of  Agriculture  and  Prices  (7  vols,  in  8;  Oxford,  1866-1902),  V,  801- 
802. 
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Studies  (1880),  he  examined  the  transferability  of  labor  and  capital, 
postulates  on  which  the  classical  theories  of  value,  rent,  and  inter- 
national trade  had  been  based.  Bagehot  said  that  the  conditions  in 
which  the  postulates  were  valid  were  passing  away,  and  he  concluded 
that  economic  theories  were  relative  to  the  environment,  not  absolute. 


COMTE,    SPENCER,    AND   THE   RISE   OF    SOCIOLOGY 

By  this  time,  developments  in  the  area  of  knowledge 
which  we  now  call  sociology  were  assuming  importance.  (Isidore) 
Auguste  (Marie  Francois)  Comte  (1798-1857)  had  been  secretary 
to  Saint-Simon,  famous  reformer  whose  ideas  are  discussed  in  Chapter 
10  of  this  book.  Later,  Comte  taught  mathematics  for  a  living.  He  pub- 
lished his  Cours  de  philosophie  positive  ("Course  of  Positive  Philos- 
ophy") in  1830-1842  and  his  Systeme  de  politique  positive,  ou  traite 
de  sociologie  .  .  .  ("System  of  Positive  Polity  or  Treatise  on  Sociology 
...")  in  1852-1854.  Comte  had  corresponded  with  John  Stuart  Mill 
before  either  Mill's  System  of  Logic  or  his  Principles  of  Political 
Economy  appeared,  and  Comte's  views  influenced  Mill's  work.  In  the 
Cours,  Comte  declared: 

The  scientific  principle  of  the  relation  between  the  political  and  the 
social  condition  is  simply  this;— that  there  must  always  be  a  spontaneous 
harmony  between  the  whole  and  the  parts  of  the  social  system,  the  elements 
of  which  must  inevitably  be,  sooner  or  later,  combined  in  a  mode  entirely 
conformable  to  their  nature.  It  is  evident  that  not  only  must  political  insti- 
tutions and  social  manners  on  the  one  hand,  and  manners  and  ideas  on  the 
other,  be  always  mutually  connected;  but,  further,  that  this  consolidated 
whole  must  be  always  connected,  by  its  nature,  with  the  corresponding  state 
of  the  integral  development  of  humanity,  considered  in  all  its  aspects,  of 
intellectual,  moral,  and  physical  activity.17 

Comte  here  went  beyond  the  position  of  the  historical  school  as  this 
has  been  described  in  the  present  chapter.  He  referred  to  a  consistency 
or  harmony  in  social  relations  which  he  believed  to  be  discoverable 
and  attainable.  But  his  clear  view  of  an  interrelated  social  whole 
characterizes  subsequent  sociological  thought.  Comte  went  on  to  say: 

It  follows  .  .  .  that  there  can  be  no  scientific  study  of  society  ...  if  it  is 
separated  into  portions,  and  its  divisions  are  studied  apart  ....  Materials 
may  be  furnished  by  the  observation  of  different  departments;   and  such 

17  The  Positive  Philosophy  of  Auguste  Comte,  trans.  H.  Martineau  (2  vols.;  Lon- 
don, 1853),  II,  78.   Abridged  from  the  French  original. 
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observations  may  be  necessary  for  that  object:  but  it  cannot  be  called 
science.  The  methodical  division  of  studies  which  takes  place  in  the  simple 
inorganic  sciences  is  thoroughly  irrational  in  the  recent  and  complex  science 
of  society,  and  can  produce  no  results.  The  day  may  come  when  some  sort 
of  subdivision  may  be  practical  and  desirable;  but  it  is  impossible  for  us  to 
anticipate  what  the  principle  of  distribution  may  be.18 

Herbert  Spencer  (1820-1903)  attempted,  like  Comte,  to  discover 
the  general  principles  of  society.  Spencer  carried  his  investigations  into 
the  whole  field  of  social  study.  He  had  been  an  engineer,  then  became 
subeditor  of  the  Economist,  and  later  devoted  himself  to  social  investi- 
gation and  writing.  His  Social  Statics  appeared  in  1850,  Principles 
of  Psychology  in  1855,  Principles  of  Biology  in  1864-1867,  Principles 
of  Sociology  in  1876-1896,  and  Principles  of  Ethics  in  1879-1893.  In 
contrast  to  Comte,  Spencer  was  a  strong  individualist.  Paradoxically, 
while  his  writings  strengthened  some  in  their  opposition  to  govern- 
ment action,  by  their  very  extremeness  they  caused  others  to  view 
such  action  sympathetically.  Both  Comte  and  Spencer  were  utilitarians 
of  sorts,  in  the  sense  that  they  accepted  maximum  satisfaction  as  the 
highest  social  good.  Spencer  gave  his  utilitarianism  an  evolutionary 
flavor,  by  arguing  that  man  must  accept  the  happiness  criterion  if  he 
is  to  survive.  Comte  expected  the  social  good  to  come  to  dominate 
the  personal  and  selfish  in  men's  minds,  so  that  actions  would  become 
altruistic  rather  than  egotistic.  Spencer,  on  the  other  hand,  thought 
that  the  social  good  might  be  achieved  by  men  deriving  satisfaction 
from  the  good  that  they  did  for  others.  The  two  men  are  counted 
among  the  «hief  pioneers  of  modern  sociology. 


ROMANTICIST    CRITICISM     AND    CONSERVATIVE 
REFORM 


LITERARY   CRITICISM   OF   WEALTH 

Pertinent  to  the  present  discussion  is  a  literary  de- 
velopment, part  of  the  movement  often  called  "Romanticism,"  which 
has  left  its  mark  on  social  thought  in  the  English-speaking  countries. 
This  is  the  revolt  against  materialism  led  by  such  men  as  Ralph  Waldo 
Emerson  (1803-1882)  and  Henry  David  Thoreau  (1817-1862)  in  the 

lslbid.,v.  81. 
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United  States;  and  Thomas  Carlyle  (1795-1881),  Charles  Kingsley 
(1819-1875),  and  John  Ruskin  (1819-1900)  in  Britain.  Reflecting 
this  attitude  are  such  writings  as  Carlyle's  Sartor  Resartus  (1833), 
Chartism  (1839),  Past  and  Present  (1843),  and  Shooting  Niagara  and 
After?  (1867);  Kingsley's  Cheap  Clothes  and  Nasty  (1850)  and  Alton 
Locke  (1850);  Thoreau's  Walden;  or  Life  in  the  Woods  (1854); 
Ruskin's  Unto  This  Last  (1862),  Sesame  and  Lilies  (1865),  and  the 
lecture  on  "Work"  (1865)  included  in  The  Crown  of  Wild  Olive 
(1866).  The  Twelve-Pound  Look,  sl  play  written  by  Sir  James  Mat- 
thew Barrie  (1860-1937)  shortly  before  World  War  I,  is  a  more 
modern  and  no  doubt  also  more  entertaining  representative  of  this 
type  of  literature.  A  Christmas  Carol  (1843),  by  Charles  (John  Huf- 
fam)  Dickens  (1812-1870),  which  has  been  read  by— or  read  to— a 
large  number  of  people,  gives  the  same  viewpoint  differently. 

A  few  selections  from  these  writings  will  illustrate.  Thus,  Carlyle: 

True,  it  must  be  owned,  we  for  the  present,  with  our  Mammon-Gospel, 
have  come  to  strange  conclusions.  We  call  it  a  Society;  and  go  about  pro- 
fessing openly  the  totalest  separation,  isolation.  Our  life  is  not  a  mutual 
helpfulness;  but  rather,  cloaked  under  due  laws-of-war,  named  'fair  compe- 
tition' and  so  forth,  it  is  a  mutual  hostility.  We  have  profoundly  forgotten 
everywhere  that  Cash-payment  is  not  the  sole  relation  of  human  beings;  we 
think,  nothing  doubting,  that  it  absolves  and  liquidates  all  engagements  of 
man.  'My  starving  workers?'  answers  the  rich  mill-owner:  'Did  I  not  hire 
them  fairly  in  the  market?  Did  I  not  pay  them,  to  the  last  sixpence,  the 
sum  covenanted  for?  What  have  I  to  do  with  them  more?'— Verily  Mammon- 
worship  is  a  melancholy  creed  ....  I  have  not  heard  in  all  Past  History, 
and  expect  not  to  hear  in  all  Future  History,  of  any  Society  under  God's 
Heaven  supporting  itself  on  such  philosophy.19 

Thoreau: 

.  .  .  the  cost  of  a  thing  is  the  amount  of  what  I  will  call  life  which  is  re- 
quired to  be  exchanged  for  it,  immediately  or  in  the  long  run.20 

Ruskin: 

I  desire  ...  to  leave  this  one  great  fact  clearly  stated.  There  is  no 
wealth  but  life.  Life,  including  all  its  powers  of  love,  of  joy,  and  of 
admiration.  That  country  is  the  richest  which  nourishes  the  greatest  number 
of  noble  and  happy  human  beings;  that  man  is  richest  who,  having  perfected 
the  functions  of  his  own  life  to  the  utmost,  has  also  the  widest  helpful 

19  Past  and  Present,  in  Centenary  Edition  of  the  Works  of  Thomas  Carlyle  (30 
vols.;  London,  1896-1899),  X,  146-147. 

20  Walden,  in  The  Writings  of  Henry  David  Thoreau  (11  vols.;  Boston,  1894- 
1895),  II,  51. 
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influence,  both  personal,  and  by  means  of  his  possessions,  over  the  lives  of 
others.21 

The  first  of  all  the  English  games  is  making  money.  This  is  an  all-absorbing 
game;  and  we  knock  each  other  down  oftener  in  playing  at  that,  than  at 
football,  or  any  other  roughest  sport:  and  it  is  absolutely  without  purpose; 
no  one  who  engages  heartily  in  that  game  ever  knows  why.  Ask  any  great 
money-maker  what  he  wants  to  do  with  his  money,— he  never  knows.  He 
doesn't  make  it  to  do  anything  with  it.  He  gets  it  only  that  he  may  get  it.22 

Probably  these  views  on  wealth  ought  to  be  interpreted  in  terms 
of  the  manner  of  living  of  those  who  expressed  them.  Carlyle  was 
pinched  financially  during  the  early  years  of  his  life  but  later  the 
income  from  his  books,  together  with  a  legacy  received  by  his  wife, 
made  the  Carlyles  rather  comfortably  off.  Thoreau  was  certainly  not 
rich  but  lived  simply.  He  never  married,  however,  and  a  society 
cannot  exist  for  long  on  this  basis.  Ruskin  inherited  a  considerable 
fortune  from  a  father  who  had  made  it  in  the  wine  business.  Whether 
these  men  would  have  felt  the  same  about  wealth,  if  they  had  ex- 
perienced much  real  privation  and  saw  little  hope  of  escaping  from 
it,  it  is  impossible  to  say. 

One  might  generalize  that  observers  are  most  likely  to  feel  concern 
about  wealth  where  it  appears  that  many  people  possess  an  insufficient 
amount  of  it  for  what  is  considered  to  be  a  decent  life.  Some  leaders 
of  socialist  movements— Marx  included— have  been  intellectuals  who 
have  been  impressed  by  the  misery  which  they  have  seen  around  them. 
At  the  present  time,  the  backward  peoples  of  the  world  are  hastening 
to  adopt  the  industrial  procedures  of  western  Europe  and  North  Amer- 
ica so  they  can  raise  their  living  standards  and  give  themselves  stature 
and  respect,  even  though  this  involves  some  loss  of  traditional  cultural 
elements. 

Perhaps  the  sensible  place  to  take  a  stand  is  on  the  middle  ground. 
A  large  number  of  the  American  people,  and  probably  most  foreign 
observers  of  the  American  scene,  would  agree  that  the  present-day 
American  culture  is  too  materialistic.  Nevertheless,  there  are  many 
Americans  who  are  so  poor  that  they  are  insufficiently  nourished  and 
do  not  receive  adequate  medical  attention.  If  diminishing  utility  is 
immeasurable,  perhaps  we  can  say  that  it  is  also  real.  It  is  where 

21  Unto  This  Last,  in  The  Works  of  Ruskin,  ed.  E.  T.  Cook  and  A.  Wedderburn 
(39  vols.;  London:  George  Allen  &  Unwin  Ltd.,  1903-1912),  XVII,  105. 

22  Lecture  on  "Work,"  in  The  Crown  of  Wild  Olive,  ibid.,  XVIII,  405  ff. 
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wealth  is  plentiful— where  there  are  enough  goods  to  furnish  the 
essentials  and  main  conveniences  of  life  to  most  of  the  people,  if  not 
to  all— that  we  find  relatively  little  importance  being  attached  to 
wealth  by  some  of  the  more  sensible  observers.  Hermits  and  begging 
friars  exist,  but  they  usually  are  found  in  relatively  favorable  climates 
and  seldom  have  wives  and  children  to  support. 


CHRISTIAN    SOCIAL    MOVEMENTS 

A  significant  feature  of  the  middle  and  late  nineteenth 
century  was  the  appearance  of  an  aroused  feeling  of  social  responsi- 
bility among  both  Protestants  and  Catholics  in  a  number  of  countries. 
Predominantly  religious,  the  feeling  extended  beyond  religious  groups. 
Criticisms  were  made  of  the  conditions  accompanying  industrial 
growth,  and  programs  were  offered  for  improvement.  There  was  little 
advocacy  of  socialism  in  this  movement,  at  least  in  the  sense  of  com- 
plete government  ownership  of  industry.  Yet  News  from  Nowhere 
(1891),  the  socialist  "utopia"  written  by  William  Morris  (1834-1896), 
showed  that  socialism  was  not  entirely  absent.  Mainly,  what  was 
called  for  was  the  practice  of  Christian  behavior  in  social  relationships 
and  the  promotion  of  social  forms  (such  as  co-operation  and  profit 
sharing)  which  were  thought  to  be  in  accordance  with  Christian 
principles. 

The  so-called  Christian  Socialist  movement  in  England  was  led  by 
Charles  Kingsley  (mentioned  earlier)  and  John  Frederick  Denison 
Maurice  ( 1805-1872 ) .  Both  were  members  of  the  Church  of  England. 
Kingsley  was  a  minister  of  that  church  and  for  a  short  time  served  as 
professor  of  history  at  Cambridge  University.  He  was  a  well-known 
novelist.  Maurice  was  a  professor,  first  of  history  and  later  of  divinity, 
at  King's  College,  London.  He  lost  his  position  at  King's  College 
because  of  his  religious  unorthodoxy,  served  as  principal  of  the  Work- 
ing Men's  College,  which  he  had  helped  to  establish,  and  subse- 
quently was  professor  of  moral  philosophy  at  the  University  of  Cam- 
bridge. John  Ruskin  taught  with  him  at  the  Working  Men's  college  and 
later  became  professor  of  art  at  Oxford  University.  Ruskin's  social  ideas 
were  like  those  of  Kingsley  and  Maurice.  All  criticized  wealth  and 
industry  as  it  was  developing  in  England  in  their  time.  It  is  an 
interesting  sidelight  that  Ruskin  in  his  later  years  became  antagonistic 
to  the  receipt  of  interest  and  rent  and  chose  to  live  on  his  capital. 
Some   of  Ruskin's   views   have   been   cited  in   the  previous   section. 
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The  most  outstanding  Roman  Catholic  protagonist  of  Christian 
social  reform  in  this  period  was  Pope  Leo  XIII  (Gioacchino  Pecci), 
whose  encyclical  on  "The  Condition  of  the  Working  Classes"  (Rerum 
novarum,  1891)  is  a  classic  on  its  subject.  Leo  opposed  socialism  as 
ordinarily  understood;  he  particularly  attacked  the  concept  of  class 
struggle.  In  general,  he  followed  the  ideas  of  Thomas  Aquinas,  whose 
teachings  he  quoted.  Private  property  was  to  be  defended  but  not  to 
be  abused.  Exploitation  of  others  was  condemned.  On  this  subject, 
Leo  quoted  the  Epistle  of  James:  "Behold  the  hire  of  the  labourers 
.  .  .  which  by  fraud  hath  been  kept  back  by  you,  crieth  aloud."  Here 
he  was  speaking  to  the  wealthy  employers  of  his  day,  telling  them  to 
be  less  selfish.  Despite  his  opposition  to  socialism,  Leo  gave  a  place 
to  government  in  promoting  social  justice,  especially  in  helping  the 
poor  and  weak.  He  thought  that  trade  unionism  was  justified  but 
advised  that  employers  and  employed  should  co-operate  for  mutual 
betterment.  The  encyclical  of  Pope  Pius  XI  (Achille  Ratti),  "On 
Reconstructing  the  Social  Order"  (Quadragesimo  Anno,  1931),  issued 
on  the  fortieth  anniversary  of  the  encyclical  of  Leo,  continued  the 
teachings  of  the  Catholic  Church  along  this  line. 

CONSERVATIVE    SOCIAL   REFORM 

Another  development  of  the  middle  and  later  nine- 
teenth century  was  the  offering  of  social  reform  programs  by  con- 
servative British  and  German  statesmen.  It  was  a  Conservative,  the 
seventh  Earl  of  Shaftesbury  (1801-1885),  who,  having  objected  to 
his  party's  opposition  to  the  abolition  of  the  corn  laws,  was  largely 
responsible  for  the  enactment  of  the  British  factory  laws  from  1847 
to  1874.  These  went  some  way  toward  remedying  the  worst  evils 
accompanying  factory  labor.  In  Germany,  the  Conservative  chan- 
cellor, Prince  Otto  von  Bismarck  (1815-1898),  established  a  system 
of  social  insurance  in  the  1880's,  which  covered  sickness,  accidents, 
and,  later,  old  age.  The  German  program  was  copied  ( and  extended  to 
cover  unemployment  insurance)  by  a  Liberal  Party  government  in 
Britain  shortly  before  World  War  I. 

Free  enterprise  was  losing  some  of  its  appeal  as  the  nineteenth 
century  progressed,  and  social  thinking  was  coming  to  stress  security. 
Shaftesbury  and  Bismarck  were  like  many  other  Conservatives  in 
believing  in  government  paternalism.  The  rise  of  revolutionary  social- 
ism was  causing  alarm.  In  England,  agitation  for  universal  suffrage 
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had  culminated  in  1842  in  the  presentation  to  Parliament  of  a 
"people's  charter"  bearing  over  three  million  names.  The  charter's 
plea  was  rejected,  and  the  rejection  was  followed  by  strikes  and  riots. 
A  second  petition  was  presented  in  1848.  On  the  continent  of  Europe, 
revolts  occurred  in  1848  which,  although  ultimately  suppressed,  had 
temporary  success.  Socialism  continued  to  increase  in  strength.  Bis- 
marck's sponsorship  of  social  insurance  is  explained  partly  by  his 
desire  to  counteract  the  effect  of  socialist  propaganda. 

The  British  Conservative  Party  has  never  given  its  support  to  the 
laissez-faire  principle  in  any  thoroughgoing  manner.  It  has  been  the 
Liberal  Party  which  has  supported  economic  freedom  in  its  more 
extreme  form.  Carlyle  taught  that  those  in  whose  hands  the  power 
of  government  lay  had  a  duty  to  exercise  this  power  for  the  public 
good.  In  Germany,  this  was  Hegel's  opinion  as  well.  Such  a  view  has 
received  wide  acceptance  among  British  and  German  Conservatives. 
It  explains  in  part  something  that  many  Americans  have  found  it 
difficult  to  understand:  the  support  which  has  been  given  by  the 
present-day  British  Conservative  Party  to  what  in  the  United  States 
is  often  called  "socialized  medicine."  Granted  that  many  British  Con- 
servatives opposed  the  social  insurance  program  when  it  was  initiated, 
Conservative  Party  governments  have  since  given  it  a  generally  con- 
sistent support. 
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CHAPTER   10 


SOCIALISM 
BEFORE  MARX 


A  discussion  of  the  ideas  and  literature  of  socialism 
may  well  begin  with  definitions.  In  the  past,  the  term  "socialism" 
has  been  used  to  denote  systems  of  collective  ownership  and  utilization 
of  the  productive  resources  of  the  society,  other  than  labor.  So  defined, 
it  includes  co-operative  associations  as  well  as  ownership  and  oper- 
ation by  government. 

Often,  it  has  been  supposed  that,  in  a  system  of  socialized  produc- 
tion, the  factors  of  production  other  than  labor  will  be  owned  by  the 
government  and  that  labor  will  be  paid  according  to  work  done:  "to 
each  according  to  his  works."  This  broad  definition  covers  both  the 
system  which  exists  at  present  in  Soviet  Russia  and  that  which  the 
British  Labour  Party  has  been  working  to  establish  in  Great  Britain. 

The  word  "communism"  historically  has  frequently  been  employed 
to  describe  social  systems  in  which  goods  are  held  in  common  and 
products  are  divided  according  to  need.  Sharing  production  as  well  as 
consumption  on  the  basis  of  capacity  has  been  assumed  in  defining 
communism:  "from  each  according  to  his  abilities,  to  each  according 
to  his  needs."  "Anarchism"  has  referred  to  a  condition  in  which  co- 
ercive government  is  absent  and  reliance  is  placed  on  the  free  associ- 
ation of  individuals  in  the  social  system.  Some  of  those  who  have 
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called  themselves  anarchists  have  advocated  the  distribution  of  goods 
according  to  need;  but  such  a  system  of  division  is  not  inherent  in  an 
anarchist  society. 

Need  is  a  common  basis  of  distribution.  It  is  followed  within  the 
family  in  the  United  States  and  in  most  civilized  countries.  Outside 
the  family,  it  governs  the  use  of  publicly-provided  parks,  roads,  and 
schools,  as  well  as  the  service  of  defense.  It  is  evident,  therefore,  that 
goods  which  are  distributed  among  people  according  to  need  com- 
prise a  substantial  part  of  the  total  output  of  the  United  States.  The 
great  bulk  of  the  American  output,  however,  is  divided  among  people 
by  means  of  the  spending  of  incomes  received  for  the  services  of 
factors  of  production,  that  is  to  say,  wages,  interest,  rent,  and  profits. 
The  principal  source  of  such  expenditure  is  wages. 

Despite  the  fact  that  Soviet  Russia  is  referred  to  as  a  "communist" 
country,  a  great  part  of  the  Russian  output  is  distributed  among  the 
people  through  the  spending  of  wages  which  are  earned  in  govern- 
ment-owned enterprises,  together  with  the  profits  of  the  collective 
farms  that  can  themselves  be  looked  upon  as  wages  for  work  per- 
formed on  the  farms.  People  are  encouraged  to  save  and  the  govern- 
ment pays  them  interest  on  their  savings;  but  no  great  part  of  the 
total  income  is  accounted  for  by  interest  and  there  is  very  little  other 
income  received  from  property.  Even  in  the  relatively  self-sufficing 
agriculture  of  many  of  the  collective  farms,  need  seems  to  be  little 
more  important  in  distribution  between  families  than  it  is  in  the  United 
States.  Services  such  as  roads,  parks,  and  ordinary  schools  are  pro- 
vided free  to  all  in  Russia,  as  in  America;  Russia  has  an  interesting 
extension  of  the  principle  of  distribution  according  to  need  in  its 
practice  of  furnishing  university  education  (including  maintenance  of 
the  student)  free  of  cost  to  all  who  pass  the  necessary  entrance  tests. 

The  leaders  of  the  Russian  system  call  themselves  communists 
because  they  count  themselves  as  followers  of  Karl  Marx,  who  referred 
to  himself  as  a  communist.  Marx  seems  to  have  used  the  names 
"socialist"  and  "communist"  interchangeably.  He  was  more  concerned 
with  changing  the  social  system  than  he  was  with  giving  any  precise 
description  of  what  was  to  follow  the  change.  With  the  Russians  of 
the  present  day,  communism  appears  frequently  to  refer  to  an  objec- 
tive or  end  point.  The  Russians  believe  that  their  system  is  still  in 
process  of  development.  In  America  in  our  own  time,  however,  the 
term  "communism"  is  often  applied  to  the  current  doctrines  and  social 
system  of  Soviet  Russia. 
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In  view  of  the  complexity  of  definitions,  a  hard  and  fast  rule  has 
not  been  followed  on  what  is  included  in  the  present  chapter  and  the 
next  one.  In  general,  Chapters  10  and  11  deal  with  what  are  com- 
monly called  socialism  and  communism.  Something  is  said  about  the 
anarchists,  Godwin  and  Proudhon,  in  the  present  chapter,  and  an- 
archism is  treated  further  in  Chapter  16. 


EARLY    SOCIALIST    PROGRAMS 


PRIMITIVE   SOCIETY 

There  has  been  much  controversy  as  to  the  extent  to 
which  communism  existed  in  prehistoric  times.  A  German  historian, 
Georg  Ludwig  von  Maurer  (1790-1872),  advanced  the  theory  that 
the  origin  of  the  medieval  agricultural  village  was  to  be  found  in  the 
"mark,"  or  primitive  village  of  the  Germanic  tribes,  in  which,  he  said, 
land  was  owned  in  common.  Lewis  Henry  Morgan  (1818-1881), 
an  American  lawyer  who  studied  anthropology,  thought  that  in  an 
early  stage  of  human  development  people  lived  promiscuously  and 
communally  in  bands  or  hordes.  This  view  was  expressed  in  Morgan's 
book,  Ancient  Society,  or  Researches  into  the  Lines  of  Human  Progress 
from  Savagery,  through  Barbarism,  to  Civilization  (1877).  This  book 
served  as  a  main  source  of  inspiration  to  Friedrich  Engels  (1820- 
1895),  the  friend  and  collaborator  of  Karl  Marx,  for  Engels'  work, 
Der  Ursprung  der  Familie,  des  Privateigenthums  und  des  Staats  ("The 
Origin  of  the  Family,  Private  Property,  and  the  State,"  1884).  In  this 
book,  Engels  sought  to  demonstrate  that  the  modern  family  had  de- 
veloped out  of  primitive  promiscuity,  and  that  modern  private  prop- 
erty had  developed  from  primitive  communism.  This  theory  of  early 
society  was  incorporated  in  the  later  versions  of  the  Communist  Mani- 
festo (first  published  in  1848).  A  footnote  in  the  Manifesto  declared 
that  "The  inner  organization  of  this  primitive  Communistic  society 
was  laid  bare  ...  by  Morgan  s  crowning  discovery." 

More  recent  anthropological  research  than  Morgans  has  shown 
that,  among  such  primitive  people  as  have  been  available  for  recent 
study,  property  relations  seem  to  be  complex.  Groups  may  share  in 
fishing  expeditions  and  divide  the  catch  among  those  who  have  fished 
and  those  who  have  not  (including  the  village  chief),  on  a  basis  set 
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by  established  custom.  Plots  of  land  are  likely  to  be  cultivated  by  par- 
ticular families.  A  husband  may  have  several  wives,  each  wife  growing 
crops  with  which  to  feed  herself  and  her  children,  and  to  help  to 
feed  the  common  husband,  but  with  no  liability  on  the  part  of  one 
wife  to  support  the  children  of  another.  The  land  may  be  available  to 
the  tribe  by  custom  and  yet  there  may  be  a  risk  of  dispossession  by 
another  tribe.  Within  the  tribe,  the  extent  to  which  plots  of  land 
are  reallotted  from  year  to  year  may  depend  on  custom.  Even  when 
there  is  more  land  than  is  needed,  cultivation  has  not  been  indis- 
criminate, but  has  followed  a  pattern  set  by  custom.  Property  can 
exist  among  primitive  people  in  areas  of  life  in  which  civilized  prac- 
tice recognizes  no  property,  as  when  an  American  Indian  boy  was 
found  paying  his  mother  for  the  privilege  of  performing  a  dance  which 
she  had  developed.  Primitive  ideas  of  what  is  right  have  not  been 
based  on  the  rights  of  the  individual  as  Christianity  has  stated  them, 
nor  as  such  men  as  John  Locke  and  Thomas  Paine  have  visualized 
them.  The  anthropologist  Bronislaw  Malinowski  ( 1884-1942 )  has  said 
of  the  Trobriand  Islanders  of  the  western  Pacific  that  "The  expression 
'might  is  right*  would  certainly  not  apply  to  Trobriand  society.  'Tra- 
dition is  right,  and  what  is  right  has  might'— this  rather  is  the  rule 
governing  the  social  forces  in  Boyawa."1  Probably  such  a  statement 
has  had  wide  application  to  primitive  societies,  as  Malinowsky  said. 

EARLY   SOCIALISM   AND   COMMUNISM 

Elements  of  socialism  and  communism  have  appeared 
in  practice  from  early  historical  times.  The  water  systems  of  some 
ancient  cities  were  (for  the  period)  impressive  examples  of  govern- 
ment enterprise,  sports  amphitheaters  were  provided  by  the  govern- 
ment, and  games  and  circuses  arranged  for  public  amusement.  Rome 
engaged  in  extensive  road  construction,  and  some  Roman  roads  re- 
mained in  use  long  after  the  Roman  power  itself  had  disappeared. 
Port  facilities  were  provided,  walls  were  built  for  defense,  and  markets 
and  fairs  were  held  by  municipal  authorities.  In  early  modern  times, 
some  cities  operated  banks.  The  Bank  of  Amsterdam,  established  in 
1609  and  guaranteed  by  the  municipality,  was  still  in  business  when 
the  French  occupied  the  city  in  the  Napoleonic  Wars.  Such  enterprises 

1  Argonauts  of  the  Western  Pacific  (London  and  New  York:  Routledge  and  Kegan 
Paul  Ltd.  and  E.  P.  Dutton  &  Co.,  Inc.,  1922),  p.  159. 
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can  be  compared  with  the  municipal  electric  plant  or  the  federal  post 
office  of  the  present  time. 

Religious  communities,  operated  on  communist  principles,  have 
existed  since  very  early  times  and  into  the  Christian  era.  The  mem- 
bers of  such  communities  labored  for  the  common  good  and  shared 
the  products  of  their  labors  on  the  basis  of  need.  The  Bible  offers 
evidence  to  the  effect  that  communism  was  rather  widespread  among 
the  early  Christians: 

And  all  that  believed  were  together,  and  had  all  things  common;  And 
sold  their  possessions  and  goods,  and  parted  them  to  all  men,  as  every 
man  had  need.2 

And  the  multitude  of  them  that  believed  were  of  one  heart  and  of  one 
soul:  neither  said  any  of  them  that  ought  of  the  things  which  he  possessed 
was  his  own;  but  they  had  all  things  common  ....  Neither  was  there  any 
among  them  that  lacked:  for  as  many  as  were  possessors  of  land  or  houses 
sold  them,  and  brought  the  prices  of  the  things  that  were  sold,  And  laid 
them  down  at  the  apostles'  feet:  and  distribution  was  made  unto  every  man 
according  as  he  had  need.8 

Evidently,  when  a  person  joined  the  Christian  group  at  that  time, 
he  sold  whatever  property  he  had  and  gave  the  proceeds  to  the  group's 
treasury.  Presumably  what  was  earned  later,  or  received  as  gifts,  was 
also  paid  into  the  treasury,  and  the  money  was  spent  on  meeting  needs 
as  these  arose.  This  is  not  much  different  from  what  happens  now 
when  a  man  becomes  a  monk.  Communism  (and  pacifism  also,  be- 
cause when  a  man  became  a  Christian  in  the  early  times  he  also 
embraced  pacifism )  was  a  way  of  living  which  the  dedicated  Christian 
accepted.  In  the  beginning  of  the  faith,  all  who  joined  were  expected 
to  dedicate  themselves.  Later,  monks  lived  communally  (and  also 
peacefully),  but  communism  (and  pacifism)  no  longer  remained 
requisite  for  the  general  body  of  Christian  followers.  One  of  the  is- 
sues raised  in  the  Protestant  Reformation  turned  on  the  degree  to 
which  general  application  should  be  given  to  the  precepts  that  early 
Christianity  applied  to  all  its  members.  The  "Diggers"  of  seventeenth- 
century  England  tried  to  live  communally  but,  as  they  started  by 
cultivating  land  which  belonged  to  others,  they  ran  into  trouble.  Some 
of  the  larger  religious  groups  which  emerged  from  the  Reformation 
have  maintained  the  pacifist  position  for  all  their  members  but  have 

2  Acts,  2  :  44-45. 

3  Acts,  4  :  32-35. 


221 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

laid  down  a  rule  of  mutual  aid  rather  than  communism  with  respect 
to  production  and  distribution.  The  Doukhobors,  Mennonites,  and 
Quakers  are  examples. 

more's  "utopia" 

Some  famous  socialist  or  communist  programs  have 
been  projects  which  can  be  described  as  ideals  or  at  least  as  something 
desirable,  with  little  indication  given  as  to  whether  and  how  they  were 
to  be  brought  into  existence.  The  Republic  of  Plato  and  the  Utopia  of 
Sir  Thomas  More  fall  into  this  category,  and  the  latter,  indeed,  has 
given  its  name  to  the  class  of  project  into  which  it  falls.  Such  projects 
usually  have  had  their  origins  in  dissatisfaction  with  the  social  condi- 
tions prevailing  at  the  time.  What  their  authors  have  considered  wrong 
has  been  indicated  by  what  they  describe  as  right.  Karl  Marx  referred 
to  socialist  schemes  of  this  nature  as  being  '  Utopian,"  even  though 
attempts  were  made  to  put  some  of  them  into  operation.  Marx  used 
the  term  "utopian"  here  to  distinguish  such  projects  from  his  own 
program,  which  he  called  "scientific  socialism." 

More's  Utopia  can  be  interpreted  as  an  indirect  criticism  of  exist- 
ing social  arrangements,  in  an  environment  in  which  direct  criticism 
was  dangerous.  Sir  Thomas  More  (1478-1535)  moved  in  high  circles 
at  a  time  when  an  important  office  carried  great  risk.  His  father  had 
been  a  judge,  and  More  himself  became  Lord  Chancellor  of  England. 
Utopia  was  printed  in  Latin  in  Louvain,  Belgium,  in  1516  and  became 
available  in  an  English  translation  in  1551. 

The  "Utopia"  that  More  discribed  was  an  island  community 
supposedly  discovered  by  a  sailor  who  gave  an  account  of  it  in  con- 
versation. The  government  was  democratic,  with  the  ruler  elected  for 
life  and  other  officials  chosen  for  shorter  terms.  The  inhabitants  pre- 
ferred to  take  their  meals  in  common,  although  this  was  not  required. 
According  to  the  book,  it  would  be  foolish  to  prepare  a  bad  dinner 
at  home  when  people  were  welcome  to  good  food  in  the  hall  where 
the  common  meals  were  served.  The  officials  took  care  that  everyone 
worked  who  was  able  to  do  so;  but  it  was  unnecessary  for  men  to 
work  "like  toiling  beasts."  Six  hours  a  day  were  enough  because 
everyone  joined  in  the  work.  There  was  plenty  of  free  time,  which  the 
inhabitants  did  not  spend  in  "riot"  but  in  such  useful  ways  as  pleased 
them.  The  sick  were  supported  without  work.  From  time  to  time, 
hours  of  labor  were  reduced  by  proclamation;  the  required  volume 
of  production  was  small  because  the  people  lived  simply.  While  at 
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work,  they  wore  leather  or  skins,  putting  cloaks  over  this  simple 
apparel  when  they  ventured  abroad.  The  cloaks  were  all  of  one  color, 
the  natural  color  of  the  wool.  Evidently,  women's  fashions— or  men's 
too,  for  that  matter— had  no  place  in  Utopia.  Keeping  idle  lands  was 
forbidden.  The  modern  student  may  be  interested  to  learn  that  in 
Utopia  it  was  a  "solemn"  custom  to  hold  lectures  in  early  morning, 
which  those  "appointed  to  learning"  had  to  attend. 

What  was  criticized  here?  It  was  a  situation  in  which  there  was 
an  almost  absolute  monarch  and  great  disparity  between  rich  and 
poor,  with  the  rich  living  in  luxury  and  the  poor  in  extreme  poverty, 
where  the  laboring  man  had  to  work  long  hours  and  had  no  oppor- 
tunity for  education,  and  where  it  was  common  for  lands  to  be  left 
idle.  Perhaps  More  never  asked  himself  whether  he  wanted  his  Utopia 
to  become  an  actuality;  what  he  may  have  wanted  was  an  end  to 
the  abuses  which  he  saw  in  the  social  system  of  sixteenth-century 
England. 

OTHER   EARLY   "UTOPIAS" 

Other  famous  early  works  falling  into  the  category  of 
More's  Utopia  are  the  New  Atlantis  of  Francis  Bacon,  which  was  writ- 
ten probably  before  1617  and  was  published  posthumously  in  1629;  the 
Civitas  Solis  ( "City  of  the  Sun" )  of  the  Italian,  Tommaso  Campanella 
(1568-1639),  which  appeared  in  1623;  and  the  Oceana  of  the  English- 
man, James  Harrington  or  Harington  (1611-1677),  published  in  1656. 

Bacon's  work  described  what  now  would  be  called  a  centrally- 
planned_ec^noiny.  An  important  place  was  given  to  scientific  and 
technical  advance— the  development  of  new  goods  and  of  cures  for 
illness.  Emissaries  were  sent  secretly  to  other  countries  to  learn  of 
developments  there  and  invention  was  encouraged  at  home.  (Not  all 
that  was  discovered  in  these  ways  was  used  or  made  known,  it  may  be 
said,  but  only  those  innovations  which  were  considered  desirable  by 
the  governors.)  Bacon's  essay  was  unfinished  but  the  ideas  which  it 
contained  are  believed  to  have  inspired  Saint-Simon's  proposal  that 
society  should  be  governed  by  intellectuals. 

Campanula's  City  of  the  Sun  followed  Plato's  Republic  very  closely. 
Opposition  to  private  property  and  the  general  subordination  of 
individual  self-interest  to  the  interest  of  society  were  characteristic 
of  this  book.  The  main  feature  of  Harrington's  Oceana  was  its  advo- 
cacy of  political  democracy. 

Harrington's  views  caused  him  to  be  imprisoned  by  King  Charles  II. 
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Campanella  spent  many  years  in  prison  for  what  was  regarded  as 
revolutionary  activity.  More  was  executed  for  challenging  the  right 
of  King  Henry  VIII  to  religious  supremacy.  Freedom  of  thought,  when 
exercised  as  free  speech,  free  publication,  or  freedom  of  action,  was 
attended  by  personal  danger  in  those  days. 


THE  DIGGERS 

In  the  England  of  Harrington's  day,  the  "Diggers" 
were  men  of  action:  they  did  what  they  felt  ought  to  be  done.  Gerrard 
Winstanley  (born  c.  1609)  was  their  spokesman.  The  success  of  the 
political  revolution,  which  had  overthrown  King  Charles  I  and  put 
Parliament  in  the  saddle,  led  some  of  those  who  had  been  on  the  side 
of  Parliament  to  believe  that  their  economic  grievances  should  be 
remedied.  The  Diggers  tackled  one  of  the  problems  referred  to  in 
Utopia,  that  of  uncultivated  land.  They  settled  on  such  a  tract  near 
London  and  started  to  cultivate  it.  This  is  what  gave  them  their  name. 
Winstanley  wrote  pamphlets  entitled  A  Watchword  to  the  City  of 
London  and  the  Army  (1649)  and  The  Law  of  Freedom  in  a  Platform: 
Or  True  Magistracy  Restored  (1652).  These  gave  reasons  for  the 
Diggers'  actions  and  described  the  communities  which  they  tried  to 
establish.  Winstanley  justified  what  the  Diggers  did  by  arguing  that 
land  was  given  by  God  for  the  use  of  all,  not  intended  for  a  few,  and 
also  that  whatever  claims  the  former  landlords  had  to  the  land  were 
swept  away  by  the  success  of  the  political  revolt.  He  said  that,  in 
the  community  that  the  Diggers  formed,  everyone  was  to  work  and 
each  person  to  receive  the  goods  he  needed  from  what  was  produced, 
without  buying  or  selling.  He  remarked  that  only  the  covetous  would 
want  more  and  that  the  laws  and  officers  of  the  community  would 
regulate  the  conduct  of  such  men.  Education  was  to  be  relied  upon 
to  provide  incentive.  The  children  were  to  be  trained  in  the  various 
occupations  needed  in  the  community  and  their  education  was  to  be 
such  that  they  would  grow  up  to  be  industrious  persons  and  not  "idle 
fools."  Winstanley's  community  was  given  no  real  trial,  because  the 
government  soldiers  dispersed  the  Diggers,  who,  being  pacifist  in 
outlook,  offered  no  resistance. 

SAINT-SIMON 

Moving  forward  to  the  years  following  the  French 
Revolution,  we  find  the  period  one  of  ferment  throughout  western 
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Europe.  Feudalism  in  France  had  been  overthrown  and  although 
the  French  government  shortly  passed  into  the  hands  of  a  military 
dictatorship,  the  old  order  had  gone— at  least  for  the  time  being— 
and  new  ways  were  being  sought  and  tried.  England  was  changing 
rapidly  from  a  predominantly  agricultural  country  to  one  whose  main 
dependence  was  on  manufactures.  Industry  was  developing  apace, 
with  little  control  exercised  by  the  government.  Economic  conditions 
were  generally  prosperous  during  the  Napoleonic  Wars,  but  with  the 
return  of  peace  in  1815,  depression  developed  and  was  repeated 
several  years  later,  as  we  have  seen.  A  number  of  proposals  were 
made  for  social  change. 

Claude  Henri  de  Rouvroy,  Comte  de  Saint-Simon  (1760-1825), 
should  be  discussed  here.  A  pre-Revolution  French  nobleman,  who 
managed  to  change  the  color  of  his  loyalties  effectively  enough  to  be 
allowed  to  remain  active  and  prominent  through  the  Revolution,  the 
Napoleonic  period,  and  the  Bourbon  restoration,  Saint-Simon  has  been 
judged  to  have  been  everything  from  an  indefatigable  humbug  to  an 
acute  and  far-sighted  social  philosopher.  Perhaps  he  was  both.  He 
was  clever  enough  to  make  a  considerable  sum  of  money  by  buying 
confiscated  church  estates,  with  funds  provided  by  the  Prussian  ambas- 
sador to  Britain,  and  holding  the  lands  for  profit  while  the  paper 
assignats  depreciated  in  value.  When,  in  a  purge  of  speculators,  he 
found  himself  awaiting  the  guillotine,  he  managed  to  save  himself 
by  producing  evidence  of  good  revolutionary  behavior.  Throughout, 
he  constituted  himself  a  leader  or  messiah  of  social  change. 

Saint-Simon  anticipated  Marx  and  the  German  historical  school  of 
economists  in  regarding  society  as  an  evolving  phenomenon.  He  felt 
that  the  form  of  production  was  a  determinant  in  social  organization. 
Feudalism  had  been  made  obsolete  by  the  advances  that  had  taken 
place  in  production  techniques  and  in  France  the  political  revolution 
had  freed  industry  in  its  development.  Saint-Simon  asked  what  form 
of  social  control  or  government  was  appropriate  to  the  new  conditions. 

His  plans  for  social  control  altered  somewhat  as  time  passed.  One 
thread  was  continuous  throughout:  that  what  may  be  called  an  in- 
dustrial elite— the  scientists,  the  technicians,  the  business  leaders- 
should  govern  or  lead  the  society,  supported  by  the  voluntary  alle- 
giance of  the  other  members  of  the  population.  The  idea  seems  to 
have  come  from  Bacon's  New  Atlantis,  as  has  been  mentioned.  Its 
affiliation  with  Fascism  will  be  recognized,  yet,  in  the  section  of  the 
Communist  Manifesto  which  dealt  with  the  literature  of  "critical- 
utopian  socialism  and  communism,"  Marx  and  Engels  included  Saint- 
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Simon  along  with  Fourier  and  Owen  as  early  protagonists  on  the 
socialist-communist  side  in  the  struggle  for  social  change. 

In  its  final  form,  Saint-Simon's  plan  called  for  the  industrial  capital 
of  the  nation  to  be  combined  and  administered  by  a  governing  elite, 
with  payment  to  the  participants  on  the  basis  of  their  productive  con- 
tributions. Evidently,  equality  of  reward  was  not  visualized,  because 
the  productive  capacities  of  different  individuals  would  differ  con- 
siderably. Even  capital  was  to  be  rewarded  in  the  society  which 
Saint-Simon  had  in  mind.  Du  systeme  industriel  ("The  Industrial 
System,"  1821),  one  of  his  works,  defined  industrial  equality  as  con- 
sisting of  "each  obtaining  from  society  benefits  exactly  proportioned 
to  his  social  contribution,  that  is  to  say,  to  his  actual  capacity  and 
the  use  he  makes  of  the  means  at  his  disposal,  among  which  ...  is 
included  his  capital."4  The  rule,  "to  each  according  to  his  works," 
which  is  here  formulated,  was  long  to  stand  as  a  socialist  alternative 
to  the  doctrine  of  "to  each  according  to  his  needs,"  held  by  the  early 
communists.  It  may  be  pertinent  to  mention  that,  even  in  Soviet  Rus- 
sia today,  "works"  are  at  least  as  important  a  distributional  criterion 
as  "needs,"  whatever  may  be  the  situation  at  some  time  in  the  future. 

Saint-Simon's  leading  follower,  Barthelemy  Prosper  Enf antin  ( 1796- 
1864),  did  not  support  Saint-Simon  in  accepting  the  justice  of  paying 
interest  on  capital.  He  took  sides  rather  with  William  Thompson  and 
others  in  Britain  in  thinking  that  both  rent  and  interest  were  imposi- 
tions which  the  worker  had  to  bear  unjustly  because  the  instru- 
ments of  production  were  held  by  the  propertied  classes.  Enf  antin 
owned  an  estate  and  at  one  time  lived  on  it  with  a  band  of  adherents, 
trying  to  put  his  social  program  into  action.  At  another  period,  we 
find  him  doing  something  so  incongruous  as  serving  on  the  board  of 
directors  of  a  railway  company. 


THE     RIGHT    TO    THE     PRODUCE     OF     LABOR 


GODWIN 

The  question  of  justice  in  distribution  was  ventilated 
in  a  series  of  British  writings.  Mention  has  been  made  in  Chapter  6 
of  William  Godwin's  Inquiry  Concerning  Political  Justice,  which  pro- 

4  Du  systeme  industriel   (Paris,    1821),   p.   206,   footnote.   Translated  by  E.  W. 

226 


Socialism  before  Marx 

voked  the  appearance  of  Malthus'  essay  on  population.  As  the  title  of 
Godwin's  book  indicates,  justice  was  the  topic  with  which  it  was 
intended  to  deal;  the  point  concerning  population  was  incidental.  In 
this  book,  Godwin  rejected  the  widely-held  view  that  government  and 
law  were  necessarily  beneficial.  He  said  that  often  they  were  agencies 
of  ambition,  of  fear,  and  of  greed.  According  to  Godwin,  reasonable 
men  could  live  better  without  government  than  with  it,  associating 
together  in  small  communities.  Thus,  although  he  did  not  use  this 
name,  Godwin  was  what  later  came  to  be  called  an  anarchist. 

"Robbery  and  fraud,  two  great  vices  in  society"  originated,  Godwin 
said,  first  in  extreme  poverty;  second  in  the  ostentation  of  the  rich; 
and  third  in  the  tyranny  exercised  by  the  rich,  who  in  many  countries 
were  able  to  purchase  justice,  the  man  "of  the  highest  rank"  or  "with 
the  longest  purse"  usually  being  victorious  in  the  law  courts.5 

Later  in  his  book,  Godwin  considered  property.  He  identified  what 
he  called  three  "degrees"  of  property,  or  three  justifications  which  had 
been  advanced  for  the  existence  of  property  rights: 

The  first  and  simplest  degree,  is  that  of  my  permanent  right  in  those 
things,  the  use  of  which  being  attributed  to  me,  a  greater  sum  of  benefit  or 
pleasure  will  result,  than  could  have  arisen  from  their  being  otherwise 
appropriated.   .   .   . 

The  second  degree  of  property  is  the  empire  to  which  every  man  is 
entitled  over  the  produce  of  his  own  industry.  .  .  . 

The  third  degree  of  property  is  that  which  occupies  the  most  vigilant 
attention  in  the  civilised  states  of  Europe.  It  is  a  system  ...  by  which  one 
man  enters  into  the  faculty  of  disposing  of  the  produce  of  another  man's 
industry.6 

Godwin  believed  that  the  three  degrees  were  in  conflict  with  each 
other,  and  that  the  second  was  less  fundamental  than  the  first.  The 
basis  of  this  judgment  was  the  principle  of  maximizing  utility,  stated 
by  Francis  Hutcheson  in  four  essays  published  in  1725-1728  and 
developed  in  Hutcheson's  posthumously  published  work,  A  System  of 
Moral  Philosophy  (1755);  by  David  Hume  in  A  Treatise  of  Human 
Nature  ( 1739-1740 )  and  Philosophical  Essays  ( 1748 ) ;  and  by  Jeremy 
Bentham  in  An  Introduction  to  the  Principles  of  Morals  and  Legisla- 
tion ( 1789 ) .  The  principle  has  been  discussed  in  earlier  sections  of  this 
book,  especially  in  connection  with  John  Stuart  Mill,  who  himself  held 
the  same  viewpoint.  Utilitarianism— the  idea  that  the  policy  is  best 
which  adds  most  to  human  happiness— had  tremendous  influence  on 

5  Political  Justice,  I,  15-19. 
"Ibid.,  II,  425-428. 
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British  thought  around  1800  and  it  has  colored  social  thinking  down  to 
our  own  time. 

Godwin's  acceptance  of  the  principle  of  maximizing  utility  caused 
him  to  prefer  the  first  degree  of  property  to  the  second.  John  Locke 
had  justified  property  by  work:  the  producer  had  a  right  to  the 
produce  of  his  labor— Godwin's  second  degree  of  property.  The  prin- 
ciple of  maximizing  utility,  on  the  other  hand,  awarded  goods  to  the 
user  who  got  most  utility  from  their  consumption— Godwin's  first  de- 
gree. Bentham  recognized  this  and  argued  that  it  supported  equality 
of  wealth.  This  was  from  the  standpoint  of  consumption  alone,  how- 
ever; it  neglected  incentive  to  produce.  When  incentive  was  taken 
into  account,  Bentham  did  not  feel  that  equality  in  distribution  was 
justified.  Godwin  did  not  deal  specifically  with  the  problem  of  in- 
centive which  Bentham  raised.  In  any  event,  he  believed  that  men 
could  become  perfect,  so,  taking  a  long  view,  perhaps  he  thought  that 
the  matter  was  unimportant. 

With  respect  to  the  third  degree  of  property,  Godwin  launched 
into  an  attack  which  can  be  compared  with  that  of  Rousseau,  in 
L'origine  de  I'inegalite,  discussed  in  the  preceding  chapter.  Godwin 
said: 

It  is  a  gross  imposition  that  men  are  accustomed  to  put  upon  themselves, 
when  they  talk  of  the  property  bequeathed  to  them  by  their  ancestors.  The 
property  is  produced  by  the  daily  labour  of  men  who  are  now  in  existence. 
All  that  their  ancestors  bequeathed  to  them,  was  a  mouldy  patent,  which 
they  show  as  a  title  to  extort  from  their  neighbours  what  the  labour  of  those 
neighbours  has  produced.7 

"It  is  clear  therefore  that  the  third  degree  of  property,  is  in  direct 
contradiction  to  the  second,"  Godwin  said.  He  went  on  to  declare, 
indignantly,  that: 

Those  who  by  fraud  or  force  have  usurped  the  power  of  buying  and 
selling  the  labour  of  the  great  mass  of  the  community,  are  sufficiently 
disposed  to  take  care  that  they  [i.e.,  the  great  mass]  should  never  do  more 
than  subsist  ....  If  every  labouring  inhabitant  of  Great  Britain  were  able 
and  willing  to-day  to  double  the  quantity  of  his  industry,  for  a  short  time 
he  would  derive  some  advantage  from  the  increased  stock  of  commodities 
produced.  But  the  rich  would  speedily  discover  the  means  of  monopolising 
this  produce  ....  A  small  part  of  it  only  could  consist  in  commodities  essen- 
tial to  the  simple  and  unadulterated  subsistence  of  man,  or  be  fairly  dis- 
tributed through  the  community.  All  that  is  luxury  and  superfluity,  would 
increase  the  accommodations  of  the  rich  ....  But  it  would  afford  no  allevi- 
ation to  the  great  mass  of  the  community.  Its  more  favoured  members  would 

7  Ibid.,  p.  428. 
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give  their  inferiors  no  greater  wages  for  twenty  hours'  labour,  suppose,  than 
they  now  do  for  ten.8 

This  was  a  logical  conclusion  to  draw  from  the  subsistence  theory  of 
wages,  which  contemporarily  received  wide— although  by  no  means 
unqualified— acceptance. 

EARLY   NINETEENTH-CENTURY   SOCIALISTS 

The  question  of  the  worker's  right  to  the  whole  pro- 
duce of  his  labor  was  examined  by  a  series  of  British  writers  after 
Godwin.  William  Thompson,  who  had  come  under  the  influence  of 
Robert  Owen  and  lived  for  some  time  with  Jeremy  Bentham,  pub- 
lished in  1824  his  Inquiry  into  the  Principles  of  the  Distribution  of 
Wealth  Most  Conducive  to  Human  Happiness,  which  has  been  referred 
to  in  Chapter  6.  A  Lecture  on  Human  Happiness,  by  John  Gray 
(1799-1850?),  appeared  in  1825.  Thomas  Hodgskin  (1787-1869),  a 
journalist  and  friend  of  Herbert  Spencer,  wrote  Labour  Defended 
Against  the  Claims  of  Capital,  or  the  Unproductiveness  of  Capital 
proved  with  Reference  to  the  Present  Combinations  of  Journeymen 
(1825).  John  Francis  Bray  (1809-1895),  who,  although  born  in  the 
United  States,  spent  a  considerable  part  of  his  life  in  England,  pub- 
lished Labours  Wrong  and  Labours  Remedy;  or,  The  Age  of  Might 
and  the  Age  of  Right  ( 1839 )  in  his  English  period.  All  these  writings 
made  the  point  that  the  worker  was  deprived  by  the  capitalist  of  part 
of  the  produce  of  his  labor,  a  view  which  subsequently  was  to  become 
a  feature  of  the  Marxist  theory  of  capitalistic  exploitation.  Hodgskin 
came  closest  to  Marx's  formulation  of  the  theory.  He  distinguished 
between  capital  as  productive  equipment  and  capital  as  exploitative 
power;  he  controverted  Ricardo's  view  that  the  rent  of  land  was  the 
only  surplus,  saying  that  the  capitalist's  profit  was  also  a  surplus. 

Looking  forward  to  the  ultimate  abolition  of  private  property,  the 
exchange  of  commodities  on  a  labor  basis  was  proposed  as  an  inter- 
mediate measure.  A  member  of  Robert  Owen's  New  Harmony  com- 
munity (mentioned  later  in  this  chapter),  Josiah  Warren,  tried  such 
a  plan  in  America  after  the  community  was  given  up.  In  England, 
John  Gray  proposed  an  arrangement  of  this  kind  in  a  book  called  The 
Social  System,  A  Treatise  on  the  Principle  of  Exchange  ( 1831 ) .  Gray 
called  for  the  establishment  of  a  bank  which  would  issue  certificates 
in  exchange  for  commodities,  the  certificates  representing  the  labor- 

8  Ibid.,  pp.  429-430. 
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time  required  for  the  production  of  the  goods  concerned.  Robert  Owen 
himself  tried  this  in  1832.  He  had  been  encouraging  the  establishment 
of  co-operative  workshops,  and  these  needed  a  market  for  their 
products.  Owen  founded  a  bank  for  labor  exchange  in  London,  and 
similar  banks  were  started  in  other  centers.  The  banks  failed,  how- 
ever, largely  because  the  labor-time  basis  of  valuation  did  not  ensure 
an  equalization  of  demand  and  supply.  "Undervalued"  goods  were 
soon  sold  whereas  those  which  were  "overvalued"  accumulated  on  the 
shelves  of  the  exchanges.  The  co-operatives,  and  Owen  himself,  were 
the  losers. 


SOCIALISM     THROUGH     CO-OPERATIVE 
PRODUCTION 


OWEN 

Robert  Owen  was  a  factory  owner  who  had  improved 
the  conditions  of  his  workers.  From  such  a  start,  he  went  on  to  advo- 
cate radical  social  change.  Owen  was  impressed  by  the  existence  of 
serious  unemployment  in  the  depression  years  which  followed  the  end 
of  the  Napoleonic  Wars.  It  was  this  situation  that  had  led  Malthus  to 
break  away  from  the  classical  point  of  view  and  take  the  position  he 
did  on  the  subject  of  unemployment.  Both  Owen's  and  Malthus'  views 
on  this  topic  have  been  examined  in  Chapter  8. 

The  solution  which  Owen  offered  was  a  very  different  one  from 
that  of  Malthus.  Owen  proposed  that  production  and  consumption  be 
brought  together.  In  a  report  which  he  submitted  to  the  County  of 
Lanark,  Scotland,  where  his  mills  were  situated,  he  advocated  the 
establishment  of  co-operative  communities,  which  people  could  join 
on  a  voluntary  basis,  sharing  alike  in  the  work  of  production  and  in 
consuming  the  products. 

Such  a  scheme  was  not  new.  An  English  Quaker  philanthropist, 
John  Bellers  (c.  1654-1725),  had  suggested  a  similar  plan  in  a  pam- 
phlet entitled  Proposals  for  Raising  a  Colledge  of  Industry  of  all  useful 
Trades  and  Husbandry,  with  Profit  for  the  Rich,  A  Plentiful  Living 
for  the  Poor,  and  A  Good  education  for  Youth.  Which  mill  he  Ad- 
vantage to  the  Government,  by  the  Increase  of  the  People  and  their 
Riches  (1696).  Bellers'  plan  can  be  regarded  as  an  attempt  to  put 
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More's  Utopia  into  action  on  a  small  scale  and  a  voluntary  basis. 
Owen's  communities  and  the  phalansteries  of  Charles  Fourier,  to  be 
discussed  later,  can  be  put  in  the  same  category,  which  explains  why 
Marx  called  this  form  of  socialism  "utopian."  Bellers'  plan  came  to 
nothing.  He  needed  financing  if  his  idea  were  to  be  given  reality. 
Owen  tried  to  obtain  subscriptions  to  finance  the  communities  which 
he  advocated,  but  the  amount  subscribed  was  small.  What  made  it 
possible  for  Owen  to  proceed  with  his  plan  was  his  own  possession 
of  capital. 

The  communities  which  Owen  proposed  were  described  in  his 
Report  to  the  County  of  Lanark.  They  were  to  have  300  to  2000 
persons  (with  800  to  1200  considered  the  best  number).  An  associa- 
tion of  1200  persons  would  have  600  to  1800  acres  of  land  for  its 
support.  The  inhabitants  would  reside  in  a  building  which  may  be 
likened  to  the  residence  hall  of  a  modern  college.  Each  person  would 
work,  according  to  his  training  and  ability,  and  all  would  share  the 
goods  produced.  Owen  established  such  a  community  in  southern 
Indiana,  naming  his  settlement  "New  Harmony."  It  operated  for  about 
three  years  and  cost  Owen  a  large  part  of  his  capital.  Returning  to 
England,  he  founded  another  community  in  Hampshire,  but  it  also 
was  unsuccessful. 


FOURIER 

A  plan  somewhat  similar  to  that  of  Owen  was  put 
forward  earlier  in  France  by  ( Francois  Marie )  Charles  Fourier  ( 1772- 
1837).  Fourier  had  served  in  the  army  and  been  discharged  for  poor 
health.  He  became  a  broker  and  leisure-time  student  and  writer.  He 
reached  the  conclusion  that  the  existing  social  system  did  not  develop 
human  capacities  properly.  "Passions"  were  inhibited  and  warped. 
Community  living  would  mean  fuller  and  better  lives.  Fourier  pro- 
posed the  establishment  of  suitable  communities,  which  were  not 
to  be  independent  of  each  other,  as  Owen  visualized,  but  part  of  a 
far-reaching  social  organization.  Society  was  to  be  divided  into  com- 
munities which  Fourier  called  "phalanges."  He  mentioned  various 
numbers  of  people— 810,  1000,  and  1620— for  each  community,  the 
purpose  being  to  ensure  that  all  talents  were  represented.  The  people 
of  each  phalange  were  to  reside  in  a  building  or  "phalanstere,"  con- 
structed on  a  common  pattern.  Enough  land  was  to  be  allotted  to 
each  phalange  for  the  support  of  its  members.  Some  members  would 
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be  richer  than  others;  but  rich  and  poor  would  occupy  apartments  in 
the  same  building,  so  that  the  class  barriers  of  the  existing  society 
would  be  absent.  Each  member  would  receive  a  minimum  of  sub- 
sistence from  the  produce  or  profit  of  the  phalange  and  the  remainder 
would  be  divided  in  shares  depending  on  the  members'  contributions, 
five-twelfths  to  labor,  four-twelfths  to  capital,  and  three-twelfths  to 
"talent."  which  included  management.  Fourier  visualized  members  of 
each  phalange  as  co-operating  with  members  of  other  phalanges  to 
form  teams,  winch  could  carry  through  large  enterprises  bevond  the 
capacity-  of  the  individual  phalanges. 

Fourier  described  his  plan  in  the  Theorie  des  quatre  mouvements 
("Theory  of  Four  Movements,"  published  anonymously  in  1808)  and 
in  later  writings.  He  gathered  together  a  number  of  adherents,  one 
of  whom  attempted  to  put  the  program  into  action  in  France.  How- 
ever, the  project  had  to  be  abandoned  for  lack  of  sufficient  capital 
to  finance  it.  In  the  United  States,  Albert  Brisbane  (1809-1890)  spread 
Fourier's  ideas,  and  some  communities  were  formed.  Brook  Farm,  at 
West  Roxbury,  Massachusetts,  was  the  most  famous  of  these.  Its 
members  included  Charles  Dana  and  Nathaniel  Hawthorne.  It  was 
organized  in  1S41  and  came  to  an  end  shortlv  after  a  fire  had  destroyed 
its  main  building  in  1S46. 

Owen  and  Fourier  were  not  unaware  of  what  now  would  be  called 
the  economies  of  large-scale  production.  They  thought  that  their 
communities  could  achieve  these  economies  better  than  thev  could 
be  obtained  elsewhere  with  the  then-existing  methods  of  production. 
The\-  were  thinking  mainly  of  agriculture,  which  was  to  be  the 
chief  industry  of  the  communities.  However  true  their  expectations 
might  have  proved  for  agriculture— or  even  for  some  branches  of 
manufacture— at  that  time,  they  certainly  could  not  have  remained 
true  for  most  manufactures.  Probably  they  could  not  have  continued 
to  prove  true  of  agriculture,  either,  as  modern  machinerv  was  de- 
veloped. 

PROUDHON 

Pierre  Joseph  Proudhon  (1S09-1S65)  was  perhaps 
the  leading  theoretician  of  the  movement  represented  bv  the  ideas 
and  projects  here  under  discussion.  Proudhon  was  a  self-educated 
Frenchman.  A  compositor  and  proofreader  bv  trade,  he  became  a 
partner  in  developing  a  typographical  process,  wrote  extensively  on 
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economics,  and  also  served  in  the  legislature  for  a  time.  His  main 
work,  in  terms  of  content,  probably  was  the  Systeme  des  contradic- 
tions economiques  ou  philosophic  de  la  misere  ("System  of  Economic 
Contradictions,  or  Philosophy  of  Misery,"  1846).  Better  known  popu- 
larly is  Quest-ce  que  la  propriete?  ou  recherches  sur  la  principe  du 
droit  et  du  gouvernement  ("What  is  Property?  or  Researches  into  the 
Principle  of  Right  and  Government,"  1840).  Another  publication  of 
Proudhon's  was  De  la  justice  dans  la  revolution  et  dans  Teglise  ("On 
Justice  in  the  Revolution  and  in  the  Church,"  1858). 

Proudhon's  reply  to  the  question  posed  in  What  is  Property?  was 
that  property  was  theft:  it  represented  exploitation.  He  was  concerned 
with  justice,  and  justice  to  him  meant  that  labor  alone  should  give 
title  to  wealth.  Yet  he  had  little  sympathy  with  the  idea  that  the 
worker  should  receive  the  entire  produce  of  his  own  labor,  however 
much  or  little  this  may  be.  Justice  meant  equality  between  men,  he 
thought.  The  highly  skilled  worker  could  not  claim  more  income  than 
his  fellow  worker  who  was  less  skillful.  "Every  capacity  for  labor  being, 
like  every  instrument  of  labor,  an  accumulated  capital,  and  a  col- 
lective property,  inequality  of  wages  and  fortunes  (on  the  ground  of 
inequality  of  capacities)  is,  therefore,  injustice  and  robbery."9 

Besides  equality,  justice  meant  to  Proudhon  the  absence  of  coercive 
government.  Men  should  have  power  over  their  own  thoughts  and 
actions.  It  was  this  belief  that  led  him  to  criticize  the  church  in  his 
De  la  justice  dans  la  revolution  et  dans  Teglise.  He  attacked  it  for  the 
obedience  which  it  exacted  from  its  members  and  for  its  influence 
over  their  minds,  taking  their  attention  from  the  problem  of  justice 
on  earth.  The  absence  of  government  Proudhon  called  "anarchy,"  a 
name  which  had  been  used  in  another  connection  during  the  French 
Revolution.  Anarchy,  to  Proudhon,  was  an  ideal  condition  in  which 
men  lived  in  association  with  each  other,  free  from  oppression  by 
governments. 

Proudhon  planned  to  bring  about  this  condition  by  establishing  a 
bank  which  would  grant  credit  to  production  co-operatives  of  workers, 
charging  no  interest  but  only  a  small  sum  to  cover  operating  expenses. 
Private  enterprise  capitalism,  as  this  was  known  in  Proudhon's  time 
and  in  our  own,  thus  would  be  rendered  unnecessary.  Proudhon  had 
an  opportunity  to  try  such  a  bank  when,  following  the  Revolution  of 
1848,  he  was  in  the  legislature  and  influential  in  government  circles. 

8  What  is  Property?  trans.  R.  B.  Tucker  (Princeton,  Mass.,  1876;  reprinted  New 
York,  n.d.),p.  286. 
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The  Banque  du  peuple  (Bank  of  the  People)  was  established  in  Paris 
in  1849.  Like  other  projects  to  which  the  abortive  revolution  gave 
rise,  including  the  co-operative  workshops  mentioned  in  the  following 
section,  Proudhon's  bank  was  a  failure.  Nevertheless,  to  the  end  of 
his  life,  he  continued  to  advocate  the  establishment  of  an  anarchistic 
society  based  on  voluntary  co-operative  associations,  in  opposition  to 
the  socialist  program  of  Karl  Marx. 


BLANC 

Contemporarily  with  Proudhon,  (Jean  Joseph)  Louis 
Blanc  (1811-1882)  had  been  advocating  workers'  co-operation.  Blanc 
was  a  member  of  a  French  family  which  had  lived  in  Spain  during 
the  Revolution.  He  became  a  journalist  and  in  1839  published  Organi- 
sation du  travail  ("Organization  of  Work").  In  this  book,  Blanc  as- 
serted the  right  of  every  man  to  work  and  to  subsistence.  He  pro- 
posed the  national  organization  of  large  enterprises  such  as  railroads, 
and  the  advance  of  money  by  the  government  to  establish  co-operative 
workshops,  whose  members  would  work  at  their  special  trades.  The 
workshops  would  employ  the  government-provided  capital  to  acquire 
initial  materials  and  equipment.  Unlike  Owen  and  Fourier,  what  Blanc 
had  in  mind  were  specialized  production  units  whose  output  would 
be  marketed. 

The  Revolution  of  1848  enabled  such  workshops  to  be  established, 
but  they  are  said  to  have  been  put  under  the  management  of  an 
official  who  was  unsympathetic  to  the  plan  and  thereby  discredited. 
Be  that  as  it  may,  the  workshops  were  not  a  success.  The  government 
had  guaranteed  the  right  to  work  and  employment  was  given  to  appli- 
cants with  too  little  regard  for  their  suitability  for  the  tasks  to  be  per- 
formed. Many  of  those  who  received  employment  were  malcontents. 
The  workshops  became  centers  of  political  agitation.  The  government 
acted  against  them  and  an  ensuing  revolt  was  crushed. 

Workshops  like  those  Blanc  proposed  might  have  been  successful, 
it  seems,  if  they  had  been  devoted  to  the  manufacture  of  goods  that 
could  be  produced  efficiently  on  a  small  scale,  such  as  custom-made 
garments.  Indeed,  successful  producers'  co-operatives  have  existed  in 
France.  They  are  found  in  the  handicraft  trades  in  Soviet  Russia  and 
Communist  China  at  the  present  time.  On  the  other  hand,  it  appears 
that  the  plan  could  not  have  had  general  application  to  manufacturing 
industry,  for  the  reason  given  in  connection  with  the  projects  of  Owen 
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and  Fourier:  unless  very  large  they  could  not  achieve  the  economies  of 
mass  production.  Consumers'  co-operation,  however,  has  had  great 
success  in  some  countries.  More  is  said  on  this  subject  in  Chapter  16. 
Proudhon  and  Blanc  differed  sharply  on  the  subject  of  financing  the 
producers'  co-operatives  which  they  advocated.  Proudhon  criticized 
Blanc  for  wanting  to  use  government  finance.  Proudhon's  opposition 
was  based  on  his  dislike  of  government  as  such,  which  has  been 
mentioned  earlier. 

THE   PROBLEM    OF    FINANCE 

Behind  the  various  proposals  for  producers'  co-opera- 
tives stood  the  problem  of  finance.  The  socialist  writers  who  made 
the  proposals  believed  that  it  was  the  workers'  lack  of  capital  which 
caused  their  dependency  on  the  capitalist;  it  put  the  workers  in  the 
position  of  having  to  work  for  low  wages  while  the  capitalist  made  a 
profit  at  their  expense.  The  obvious  remedy  was  to  furnish  the  workers 
with  capital  without  the  intervention  of  the  capitalist.  Such  a  proposal 
made  in  the  middle  of  the  nineteenth  century  was  no  doubt  more 
reasonable  (or  less  unreasonable)  than  it  would  be  in  our  own  day, 
because  the  mechanization  of  industry  was  less  developed  then  than 
it  is  now  and  the  capital  requirement  per  worker  was  smaller.  Louis 
Blanc  proposed  co-operative  workshops,  not  co-operative  factories; 
the  socialists  of  that  time  were  not  so  devoid  of  economic  common 
sense  as  sometimes  seems  to  be  supposed.  Nevertheless,  as  Owen's 
experience  demonstrated,  a  large  amount  of  capital  was  required  to 
finance  a  co-operative  production  unit. 

Financing  by  the  issue  of  bank  notes,  unbacked  by  gold,  has  been 
a  common  proposal  ever  since  banks  started  to  issue  notes.  Even  such 
a  respectable  institution  as  the  Bank  of  England  began  by  issuing  a 
certain  amount  of  such  notes.  To  the  extent  that  notes  were  issued, 
they  inflated  the  currency.  Here  was  the  problem  that  this  system  of 
finance  faced.  If  notes  issued  to  finance  the  projects  had  to  be  repaid 
within  a  short  time,  a  heavy  burden  would  be  placed  on  the  enter- 
prises (like  expecting  a  young  farmer  to  pay  off  a  mortgage  within  a 
few  years  out  of  earnings).  If  the  notes  were  not  repayable  but  were 
accepted  as  money  in  the  economy,  they  would  inflate  the  price  level 
permanently.  A  few  notes,  issued  to  finance  only  a  few  projects,  might 
be  absorbed  by  the  greater  need  of  the  economy  for  money,  without 
any  material  effect  on  prices.  But  a  wholesale  issue  of  notes  to  social- 
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ize  a  substantial  part  of  the  productive  operations  of  the  nation  would 
raise  the  price  level  considerably,  if  indeed  it  did  not  destroy  the 
general  acceptability  of  the  notes.  It  may  be  worth  mentioning  that 
the  British  government,  in  nationalizing  such  enterprises  as  the  coal 
mines  and  railroads  after  World  War  II,  paid  the  former  owners  of 
the  properties  by  issuing  them  long-term  bonds,  which  could  be  re- 
financed on  expiration.  In  Soviet  Russia,  the  properties  were  confis- 
cated by  the  government  with  no  payment  made  to  the  former  owners. 
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CHAPTER   11 


MARXISM 

AND  SOCIALISM 

AFTER  MARX 


Most  famous  of  radical  social  reformers  in  modern 
times  is  Karl  Heinrich  Marx  (1818-1883).  Marx,  the  son  of  a  German 
lawyer,  studied  law,  history,  and  philosophy  at  the  universities  of 
Bonn  and  Berlin,  obtaining  his  doctorate  in  1841.  As  a  student  he  had 
come  under  the  influence  of  the  philosophy  of  Hegel;  both  a  partial 
acceptance  of  this  philosophy  and  a  partial  rebellion  against  it  were 
to  characterize  his  own  thinking.  Marx's  social  philosophy  was  Hege- 
lian, in  the  sense  that  he  accepted  Hegel's  concept  of  the  "wholeness" 
of  society  as  well  as  his  belief  that  human  evolution  was  to  be 
interpreted  as  progress  toward  an  ideal  or  goal.  Yet  Marx  rejected 
Hegelianism  in  another  sense.  Where  Hegel  had  given  prominence 
to  the  evolution  of  ideas  and  had  perceived  the  outward  phenomena 
of  society  as  reflecting  the  progress  of  ideas,  Marx  emphasized  the 
outward.  He  thought  that  the  course  of  human  development  in  ideas 
and  social  organization  was  governed  by  external  and  especially  ma- 
terial factors. 

Too  unorthodox  in  his  opinions  for  the  university  teaching  career 
that  he  had  intended,  Marx  took  to  journalism.  First  in  Germany, 
later  in  France  and  Belgium,  and  for  much  of  his  life  in  England,  he 
used  his  pen  to  earn  income  and  to  publicize  his  revolutionary  ideas. 
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In  the  1840's  Europe  seethed  with  unrest,  which  culminated  in  the 
outbreaks  of  1848.  These,  however,  had  little  lasting  effect.  Alone 
and  in  collaboration  with  Friedrich  Engels,  Marx  continued  to  develop 
his  ideas  in  a  series  of  works  which  have  become  classics  of  revolu- 
tionary socialism.  Engels,  the  son  of  a  German  manufacturer,  rep- 
resented his  father's  firm  in  Manchester  for  many  years.  He  was  able 
to  give  financial  assistance  to  Marx,  whose  earnings  from  his  writings 
were  small.  It  is  an  interesting  sidelight  that  some  of  Marx's  living 
expenditures  were  met  from  the  capitalistic  profits  which  he  criticized 
so  vigorously. 

The  literary  relationship  between  the  two  men  is  not  altogether 
clear.  It  can  be  said  that  Marx  took  credit  for  almost  everything  of 
substance  in  the  joint  philosophy,  Engels  for  very  little.  It  can  be 
judged  that  Engels'  contributions  may  have  been  greater  than  is  thus 
implied,  because  he  was  a  very  modest  person,  which  Marx  certainly 
was  not.  Nevertheless,  there  is  little  doubt  that  Marx  was  by  far  the 
greater  contributor.  Engels'  book,  Die  Lage  der  arbeitenden  Klasse  in 
England  ("The  Condition  of  the  Working  Class  in  England,"  1845), 
preceded  Marx's  studies  on  the  same  subject  and  may  have  formed, 
at  least  in  part,  the  basis  of  the  famous  Manifest  der  kommunistischen 
Partei  ("Manifesto  of  the  Communist  Party"),  which  appeared  under 
the  joint  authorship  of  Marx  and  Engels  in  1848.  Most  of  the  publi- 
cations of  the  two  were  issued  under  the  name  of  one  or  the  other, 
but  there  was  continuous  correspondence  between  the  two  men,  and 
the  same  ideas  appeared  in  works  nominally  from  each  of  their  pens. 

Marx  assumed  different  roles  in  the  history  of  economic  thought. 
He  was  not  only  a  pioneer  of  socialism.  He  was  a  classical  economist 
in  the  sense  that,  to  a  large  extent,  he  built  his  explanations  of  the 
operation  of  private-enterprise  capitalism  in  industry  on  the  founda- 
tion provided  by  Ricardo,  elaborating  a  theory  of  value  and  distribu- 
tion which  referred  to  a  society  of  his  time  as  he  saw  it.  He  was  also 
a  historical  economist,  in  that,  more  than  any  other  classical  econo- 
mist, he  regarded  society  as  an  evolving  phenomenon.  He  went  further 
than  most  members  of  the  historical  school  in  accepting  the  idea 
that  it  was  the  task  of  economics  not  merely  to  explain  the  past  and 
present,  but  to  discover  the  key  to  the  future.  More,  perhaps,  than 
any  other  economist  of  the  first  rank,  he  visualized  economics  as  a 
science  of  society  as  a  whole;  he  was  able  to  do  this  because  of  the 
importance  which  he  attached  to  economic  factors  as  social  deter- 
minants. The  development  of  a  science  of  society  which  will  incor- 
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porate  not  only  the  principles  of  operation  of  contemporary  society 
but  also  the  laws  of  social  change  is  a  very  ambitious  undertaking. 
Intrepid  writers  have  attempted  it  from  several  starting  points.  Herbert 
Spencer  did  so  in  England  in  the  latter  half  of  the  nineteenth  century 
and,  in  so  doing,  became  one  of  the  pioneers  of  modern  sociology.  In 
our  own  time,  Arnold  Toynbee  has  attempted  the  task  from  the  view- 
point of  the  historian.  Joseph  Schumpeter,  like  Marx,  provides  an 
example  of  an  economist  who  has  explored  this  challenging  field. 


THE       COMMUNIST    MANIFESTO 


THE   THEORY 

Looking  at  Marx's  writings  historically,  it  is  logical 
to  begin  with  the  Communist  Manifesto,  although  Die  heilige  Familie 
("The  Holy  Family,"  1845)  preceded  it  in  date  of  publication.  The 
Manifesto  appeared  only  a  few  weeks  before  the  abortive  French 
revolt  of  1848,  and  it  was  speedily  translated  into  French  and  later 
into  other  languages.  Quickly  it  became  a  source  of  ideas  and  inspira- 
tion for  revolutionary  socialists  everywhere.  It  stated  the  essentials  of 
Marx's  theory  of  social  change. 

"A  spectre  is  haunting  Europe— the  spectre  of  Communism,"  the 
Manifesto  began,  not  untruthfully  in  view  of  the  conditions  which 
prevailed  in  many  European  countries  in  1848.  "It  is  high  time  that 
Communists  should  openly  .  .  .  publish  their  views,"  the  authors  de- 
clared. 

The  Manifesto  went  on  to  say:  "The  history  of  all  hitherto  existing 
society  is  the  history  of  class  struggles."  Free  man  and  slave,  lord  and 
serf,  guildmaster  and  journeyman  had  struggled  with  each  other  in 
the  past.  The  "modern  bourgeois  society"  was  "itself  the  product  of 
a  long  course  of  development,  of  a  series  of  revolutions  in  the  modes 
of  production  and  of  exchange."  The  guild  system  had  become  inade- 
quate to  supply  a  growing  market  and  hand  power  had  been  replaced 
by  steam.  The  bourgeoisie  (literally,  residents  in  burgs  or  cities,  but 
economically  people  who  engaged  in  industry  as  proprietors)  had 
been  oppressed  by  the  feudal  nobility;  but  gradually  they  had  grown 
in  political  power  and  ultimately  they  had  destroyed  feudalism.  The 
Manifesto  said  that  for  the  orderly  social  relationships  of  feudalism  a 
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condition  had  been  substituted  in  which  labor  was  treated  as  a  com- 
modity and  naked  exploitation  of  the  workers  had  developed. 

The  bourgeoisie,  however,  "cannot  exist  without  constantly  revo- 
lutionizing the  instruments  of  production,  and  thereby  the  relations 
of  production,  and  with  them  the  whole  relations  of  society,"  the 
Manifesto  said.  "The  need  of  a  constantly  expanding  market  chases 
the  bourgeoisie  over  the  whole  surface  of  the  globe."  In  place  of  the 
old  self-sufficiency,  interdependence  of  nations  had  become  the  rule. 
Population  was  becoming  agglomerated  and  production  concentrated 
into  few  hands.  "Modern  bourgeois  society  with  its  relations  of  pro- 
duction, of  exchange  and  of  property,  a  society  that  has  conjured  up 
such  gigantic  means  of  production  and  of  exchange,  is  like  the  sorcerer, 
who  is  no  longer  able  to  control  the  powers  of  the  nether  world  whom 
he  has  called  up  by  his  spells."  According  to  Marx  and  Engels,  the 
recent  history  of  industry  and  commerce  represented  a  "revolt  of 
modern  productive  forces  against  modern  conditions  of  production, 
against  the  property  relations  that  are  the  conditions  for  the  existence 
of  the  bourgeoisie  and  of  its  rule."  "The  conditions  of  the  bourgeois 
society  are  too  narrow  to  comprise  the  wealth  created  by  them." 

Not  only  had  "the  bourgeoisie  forged  the  weapons  that  bring  death 
to  itself;  it  has  also  called  into  existence  the  men  who  are  to  wield 
those  weapons— the  modern  working  class— the  proletarians."  The  small 
workshop  had  been  replaced  by  the  great  factory,  into  which  masses 
of  workers  were  crowded.  Small  traders  were  sinking  into  the  work- 
ing class,  which  therefore  increased  in  numbers.  Labor  unions  were 
developing.  Some  of  the  bourgeoisie— especially  ideologists— would 
go  over  to  the  side  of  the  workers.  Thus,  according  to  the  Manifesto, 
the  way  was  being  paved  for  revolution. 

Here  are  the  main  features  of  Marx's  theory.  Where  Hegel  had 
taught  that  progress  takes  place  in  men's  minds  and  that  changes  in 
the  material  world  reflect  the  clash  of  ideas  within  human  minds,  and 
their  eventual  resolution,  Marx  declared  that  progress  is  dominated 
by  external  factors.  Changes  in  the  conditions  of  production  and  ex- 
change provoke— indeed,  necessitate— corresponding  alterations  in  so- 
cial organization.  Thus,  feudalism  gave  place  to  private  enterprise 
capitalism  and  the  latter  in  its  turn  would  yield  place  to  Communism. 
How  the  conditions  of  capitalistic  society  would  bring  about  the 
destruction  of  capitalism,  according  to  Marx,  is  explained  more  fully 
in  connection  with  his  later  work,  Das  Kapital  ("Capital"). 
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THE   PRACTICAL   PROGRAM 

Formulating  a  program  of  practical  measures  for  the 
Europe  of  their  day,  the  authors  of  the  Manifesto  advocated  the  abo- 
lition of  private  property  in  land,  a  progressive  income  tax,  the  aboli- 
tion of  the  right  of  inheritance,  centralization  of  the  means  of  pro- 
duction and  transportation  in  the  hands  of  the  state,  extension  of  state 
ownership  of  industry,  bringing  waste  land  into  cultivation,  equal 
liability  of  all  for  labor,  the  spread  of  population  more  evenly  over 
country  and  town,  and  free  education  in  public  schools.  It  will  be 
noticed  that  some  of  these  recommendations  have  become  reality, 
even  in  non-Communist  countries. 

Marx  and  Engels  said  in  the  Manifesto  that,  when  capitalism  dis- 
appeared, class  distinctions  also  would  disappear.  When  "all  pro- 
duction has  been  concentrated  in  the  hands  of  a  vast  association  of 
the  whole  nation,  the  public  power  will  lose  its  political  character." 
The  Manifesto  declared  that  political  power  was  "merely  the  organ- 
ized power  of  one  class  for  oppressing  another."  If  by  revolution  the 
working  class  makes  itself  the  ruling  power,  it  will  have  "swept  away 
the  conditions  for  the  existence  of  class  antagonism,  and  of  classes 
generally,  and  will  thereby  have  abolished  its  own  supremacy  as  a 
class."  The  result,  according  to  the  Manifesto,  would  be  "an  association, 
in  which  the  free  development  of  each  is  the  condition  for  the  free 
development  of  all." 

The  Manifesto  concluded  with  an  appeal  to  the  workers  to  unite 
for  the  forcible  overthrow  of  existing  social  conditions.  "The  prole- 
tarians have  nothing  to  lose  but  their  chains.  They  have  a  world  to 
win.  Working  men  of  all  countries,  unite!" 

Thus  we  see  that  the  Communist  Manifesto  can  be  described  as 
typically  Hegelian  in  one  sense.  It  was  Hegel's  idea  that  the  course 
of  human  history  was  a  progress  toward  a  final  truth.  According  to 
Marx,  the  truth  which  history  was  to  discover  was  Communism.  The 
Hegelian  logic  was  reflected  in  Marx's  depiction  of  the  struggle  of 
class  against  class  in  the  progress  of  history. 

There  seems  some  inconsistency  in  Marx's  views  and  actions.  He 
may  have  been  more  of  a  Hegelian  than  he  realized.  According  to 
the  Communist  Manifesto,  the  social  revolution  to  which  Marx  looked 
forward  was   inevitable   because   economic   conditions   made   it   so. 
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Nevertheless,  Marx  spent  his  life  in  continuous  propaganda  for  the 
purpose  of  bringing  about  this  revolution.  Why?  Was  Marx  a  true 
Hegelian,  trying  to  bring  about  in  the  outside  world  the  conditions 
which  his  mind  had  conceived?  Or,  believing  in  the  inevitability  of 
revolution,  was  he  merely  trying  to  hasten  its  occurrence? 


THE    CIVIL   WAR   IN   FRANCE 

Before  examining  Marx's  other  works  and  especially 
his  famous  book,  Capital,  something  should  be  said  of  The  Civil  War 
in  France.  This  appeared  originally  as  an  address  or  manifesto  to 
members  of  the  International  Working  Men's  Association  (the  "First 
International"),  following  the  Paris  Commune  of  1871.  After  the 
surrender  of  Paris  in  the  Franco-Prussian  War  of  1870-1871,  dissatis- 
faction with  the  government  had  led  to  revolt  and  the  Communists 
had  taken  control  of  the  city,  which  later  was  retaken  by  troops  of 
the  central  government. 

Marx  examined  what  occurred  during  this  unsuccessful  attempt 
at  revolution.  He  made  three  significant  points.  First,  he  said  that  the 
Communist  rebels  should  immediately  have  seized  power  from  the 
central  government,  which  was  then  at  nearby  Versailles  and,  ac- 
cording to  Marx,  was  helpless.  Instead,  the  Paris  Communist  leaders 
temporized  with  the  government,  and  ultimately  it  overthrew  them.1 
Next,  Marx  argued  that  it  was  not  enough  that  a  Communist  revolu- 
tion take  over  the  machinery  of  government  as  it  then  existed.  The 
existing  machinery  of  government  (standing  army,  police,  bureauc- 
racy, etc. )  had  originated  in  the  days  of  absolute  monarchies.  Modern 
industry  had  developed  since  that  time  and  had  intensified  the  class 
struggle  between  capital  and  labor.  According  to  Marx,  the  state 
power  now  was  used  in  this  struggle  to  ensure  the  domination  of 
capital.  Therefore,  when  a  revolt  took  place,  the  Communist  revolu- 
tionaries should  remake  the  machinery  of  government  to  suit  their 
own  purpose,  instead  of  leaving  the  government  as  it  was,  perhaps  to 
be  used  later  to  destroy  the  revolution.2  Finally,  he  considered  co- 
operative production  as  an  industrial  arrangement  for  a  Communist 
society,  mentioning  that  united  co-operative  societies  might  regulate 
the  national  production  on  a  common  plan.3 

1  See  The  Civil  War  in  France  (Moscow:  Foreign  Languages  Publishing  House, 
1952),  pp.  79-80. 

2  Ibid.,  pp.  84-85.  3  Ibid.,  p.  96. 

242 


Marxism  and  Socialism  after  Marx 


CAPITAL 

Some  of  Marx's  other  works  should  be  mentioned  and 
particular  attention  given  to  one  of  them.  The  first  result  of  his  col- 
laboration with  Engels  was  Die  heilige  Familie,  whose  sub-title  ran: 
oder  Kritik  der  kritischen  Kritik,  gegen  Bruno  Bauer  und  Konsorten 
( "Criticism  of  Critical  Criticism,  against  Bruno  Bauer  and  Associates" ) . 
Here,  Marx  and  Engels  attacked  the  philosophy  of  a  right-wing 
Hegelian  group  ("the  holy  family")  to  justify  their  own  position.  In 
La  miser e  de  la  philosophie  ("The  Philosophy  of  Misery,"  1847), 
Marx  criticized  the  ideas  and  proposals  of  Proudhon.  Zur  Kritik  der 
politischen  Okonomie  ("Critique  of  Political  Economy,"  1859)  was 
intended  as  the  first  part  of  a  larger  treatise  on  economics,  but  Marx 
produced  his  opus,  Das  Kapital  ("Capital"),  instead,  with  the  first 
volume  appearing  in  1867.  The  remaining  volumes  of  Capital  were 
edited  by  Engels  from  Marx's  manuscripts  and  published  after  their 
author's  death,  Volume  2  in  1885  and  Volume  3  in  1894.  The  Theorien 
uber  den  Mehrwert  ("Theories  of  Surplus  Value,"  1910)  was  edited  by 
Karl  Kautsky  from  the  manuscript  of  Marx,  continuing  Zur  Kritik  der 
politischen  Okonomie. 

SOCIAL   OBJECTIVES 

Marx  believed  that  economics  lay  at  the  foundation 
of  human  society;  thus  we  may  look  for  Marx's  social  attitudes  in 
Capital  itself.  Mainly  this  work  was  a  criticism  of  private  enterprise 
industry,  but  the  nature  of  the  criticism  indicates  the  type  of  society 
which  Marx  himself  thought  good.  Capitalism,  as  it  had  developed, 
was  offensive,  according  to  Marx,  because  it  reduced  men  to  poverty 
and  misery.  It  denied  them  possession  of  the  means  of  production  and 
left  them  in  the  position  of  servile  labor.  "The  proletarians  have 
nothing  to  lose  but  their  chains,"  declared  the  Communist  Manifesto. 
What  had  they  to  gain  by  change?  Marx's  answer  was  clear,  even 
though  it  has  to  be  obtained  by  inference:  freedom  from  chains, 
dignity,  the  satisfaction  of  material  wants. 

Previous  systems  of  social  organization,  private  enterprise  capitalism 
included,  had  satisfied  the  wants  of  only  a  relatively  small  proportion 
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of  their  people— those  at  the  top,  the  ruling  class.  Perhaps  private 
enterprise  capitalism  was  better  than  its  predecessor,  feudalism,  in 
this  respect,  because  its  bourgeois  class  was  a  larger  proportion  of  the 
total  population  than  was  the  upper  class  of  the  feudal  system.  Never- 
theless, the  proletariat  was  the  great  majority  in  the  system  of  private 
enterprise  capitalism,  in  Marx's  view,  and  the  wants  of  this  group 
were  satisfied  only  to  the  extent  of  their  subsistence  needs.  The  Com- 
munism to  which  Marx  looked  forward  would  satisfy  the  wants  of 
everyone. 

Another  objective  implied  by  Marx  was  the  absence  of  exploita- 
tion. No  man  should  be  used  as  the  tool  of  another  man's  selfishness. 
Marx  believed  that  this  was  precisely  what  the  system  of  private  enter- 
prise capitalism  did.  Communism  would  put  an  end  to  human 
exploitation. 

Exactly  how  a  society  which  holds  Communism  as  an  ideal  should 
go  about  achieving  it  was  something  that  Marx  left  to  his  followers 
to  discover.  He  carried  the  story  as  far  as  the  revolution  but  he 
offered  only  isolated  hints  or  comments  as  to  what  was  to  occur 
afterward:  industry  might  be  operated  by  government  ("When  ...  all 
production  has  been  concentrated  in  the  hands  of  a  vast  association  of 
the  whole  nation  .  .  .  "4)  or  it  might  be  run  co-operatively.5  Both 
political  government  and  social  classes  would  disappear.  This  was  all 
that  Marx  wrote.  Lenin's  views  on  this  subject  are  discussed  later  in  the 
present  chapter. 

Capital  is  a  treatise  on  economics:  it  gives  Marx's  analysis  of  the 
industrial  system  as  it  existed  in  his  time.  It  reveals  that  Marx  had 
given  careful  study  to  the  works  of  the  British  classical  economists, 
among  which  those  of  Bicardo  can  be  singled  out  as  having  influenced 
Marx  considerably.  It  was  on  Bicardo's  analysis  that  Marx  based  his 
own.  But  he  rejected  some,  added  much,  and  changed  the  emphasis 
entirely. 

VALUE,    CAPITAL,    AND   EXPLOITATION 

Marx  said  that  the  innate  value  or  worth  of  a  com- 
modity was  given  by  the  labor  involved  in  its  production,  including 
the  labor  incorporated  in  the  instruments  of  production,  such  as 
buildings  and  machinery.  As  the  capitalist  system  operated: 

4  Communist  Manifesto. 
8  Civil  War  in  France. 
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While  the  labourer  is  at  work,  his  labour  constantly  undergoes  a  trans- 
formation: from  being  motion,  it  becomes  an  object  without  motion;  from 
being  the  labourer  working,  it  becomes  the  thing  produced.  At  the  end  of 
one  hour's  spinning,  that  act  is  represented  by  a  definite  quantity  of  yarn; 
in  other  words,  a  definite  quantity  of  labour,  namely  that  of  one  hour,  has 
become  embodied  in  the  cotton.6 

Thus  far,  we  have  Ricardo,  as  interpreted  by  Marx.  Marx  went  beyond 
Ricardo  to  develop  a  theory  of  capitalistic  exploitation  of  the  workers: 

.  .  .  the  labour-process  may  continue  beyond  the  time  necessary  to  repro- 
duce and  incorporate  in  the  product  a  mere  equivalent  for  the  value  of  the 
labour  power.  Instead  of  the  six  hours  that  are  sufficient  for  the  latter  pur- 
pose, the  process  may  continue  for  twelve  hours.  The  action  of  labour- 
power,  therefore,  not  only  reproduces  its  own  value,  but  produces  value 
over  and  above  it.  This  surplus-value  is  the  difference  between  the  value  of 
the  product  and  the  value  of  the  elements  consumed  in  the  formation  of  that 
product.7 

The  capitalist  paid  the  worker  subsistence  wages.  He  took  the  surplus 
value  for  himself  and  used  it  to  engage  in  further  production: 

By  turning  his  money  into  commodities  that  serve  as  the  material  ele- 
ments of  a  new  product,  and  as  factors  in  the  labour-process,  by  incorpo- 
rating living  labour  with  their  dead  substance,  the  capitalist  at  the  same 
time  converts  value,  i.e.,  past,  materialised,  and  dead  labour  into  capital, 
into  value  big  with  value,  a  live  monster  that  is  fruitful  and  multiplies.8 

Marx  was  not  blind  to  all  the  difficulties  which  attended  identifying 
value  with  labor.  He  did  not  claim  that  any  and  all  labor  conferred 
value.  What  gave  value  was  labor-time  "socially  necessary."  "Though 
the  capitalist  have  a  hobby,  and  use  a  gold  instead  of  a  steel  spindle," 
yet  only  the  labor  that  was  socially  necessary  (i.e.,  that  required  to 
make  an  ordinary  spindle)  would  confer  value  on  the  product.9  The 
Locke-Ricardo  explanation  of  equipment  as  representing  past  labor 
was  adopted  by  Marx.  Dealing  with  differences  in  kind  or  quality  of 
labor,  Marx  said:  "Skilled  labour  counts  only  as  simple  labour  intensi- 
fied, or  rather,  as  multiplied  simple  labour,  a  given  quantity  of  skilled 
being  considered  equal  to  a  greater  quantity  of  simple  labour.  Experi- 
ence shows  that  this  reduction  is  constantly  being  made."10  Marx  said 
that  this  was  done  "by  a  social  process  that  goes  on  behind  the  backs 
of  the  producers,"  so  that  the  proportions  "appear  to  be  fixed  by  cus- 
tom." What  he  may  have  had  in  mind  was  that  more  labor  was  in- 

6  Capital:  A  Critical  Analysis  of  Capitalist  Production  (Vol.  I),  Pt.  3,  Chap.  7,  Sec.  2. 

7  Ibid.,  Pt.  3,  Chap.  8.  8  Ibid.,  Pt.  3,  Chap.  7,  Sec.  2.  9  Ibid. 
10  Ibid.,  Pt.  1,  Chap.  1,  Sec.  2. 
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volved  in  skilled  than  unskilled  labor  because  of  the  time  involved  in 
training,  and  that  custom  had  come  to  allow  for  this. 

Marx  developed  his  theory  of  surplus  value  in  algebraic  terms.  He 
identified  two  forms  in  which  the  process  of  exchange  of  commodities 
for  money  proceeded.  When  commodities  were  sold  by  their  producer 
for  money  with  which  to  purchase  other  commodities  for  his  own  use, 
Marx  represented  the  exchange  by  C-M-C.  Trade  in  commodities 
intended  to  make  a  profit  for  the  trader  was  M-C-M.  According  to 
Marx,  capitalist  production  fell  into  the  latter  category.  The  capitalist 
used  his  money  ( and  here  Marx  had  in  mind  something  like  the  wages 
fund  of  the  classical  economists)  to  purchase  commodities  (including 
labor )  which  he  expected  to  increase  in  value  as  they  changed  in  form 
in  the  production  process,  so  that  he  could  sell  them  to  acquire  more 
money  than  he  had  possessed  at  the  beginning. 

Taking  C  as  the  capital  furnished  by  the  capitalist,  it  could  be 
divided  into  c  and  v:  C  =  c  +  v.  What  Marx  called  c  was  "constant 
capital"  because  such  capital  had  no  power  to  increase  in  value,  its 
value  being  given  by  the  labor  which  had  gone  into  its  production. 
The  constant  capital  included  raw  materials,  auxiliary  materials  (such 
as,  say,  coal  used  in  a  factory  furnace),  and  the  portion  of  the  ma- 
chinery and  other  equipment  which  was  worn  out  during  the  produc- 
tion process  (i.e.,  the  amount  of  what  is  now  called  the  depreciation 
allowance).  The  constant  capital  did  not  include  any  interest:  Marx 
said  that  "by  constant  capital  advanced  for  the  production  of  value, 
we  always  mean,  unless  the  text  is  repugnant  thereto,  the  value  of  the 
means  of  production  actually  consumed  in  the  process,  and  that  value 
alone."" 

The  v  was  "variable  capital,"  so  named  because  it  represented 
capital  whose  total  value  could  be  changed  in  the  production  process : 
that  is,  it  referred  to  labor.  The  capitalist  who  intended  to  make  a 
profit  from  his  operations  would  see  to  it  that  the  v  increased  in  value: 
he  would  work  his  laborers  longer  than  was  necessary  to  provide  their 
subsistence.  Paying  the  workers  only  subsistence  wages,  the  capitalist 
received  as  his  profit  the  difference  between  the  value  of  the  product 
and  the  sum  paid  as  wages.  The  value  of  the  product  was  its  use-value 
to  the  purchaser. 

To  illustrate  his  reasoning,  Marx  gave  figures  for  a  particular  pro- 
duction period.  He  supposed  that  the  capitalist's  original  capital  was 
£500,  with  £410  as  constant  capital  and  £90  as  variable  capital,  the 
£410  being  composed  of  £312  for  raw  materials,  £44  for  auxiliary 
11  Ibid.,  Pt.  3,  Chap.  9,  Sec.  1. 
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materials,  and  £54  for  the  value  of  equipment  worn  out  during  the 
production  period.  By  working  his  workers  twice  as  long  as  was 
necessary  to  enable  him  to  pay  their  wages,  the  capitalist  increased 
his  variable  capital  from  £  90  to  £  180,  so  that  he  ended  this  produc- 
tion period  with  a  total  capital  of  £590,  instead  of  his  original  £500. 
The  £590,  Marx  designated  as  C,  and  it  provided  the  starting  capital 
for  the  succeeding  production  period,  as  well  as  the  capitalist's  means 
of  support.  (The  money  figures  appear  in  British  sterling  in  the  Eng- 
lish translation  of  Marx's  Capital. ) 

Commenting  on  this  example,  Marx  said: 

The  portion  of  the  capital  invested  in  the  purchase  of  labour-power  is  a 
definite  quantity  of  materialised  labour,  a  constant  value  like  the  value  of 
the  labour-power  purchased.  But  in  the  process  of  production  the  place  of 
the  i90  is  taken  by  the  labour-power  in  action,  dead  labour  is  replaced  by 
living  labour,  something  stagnant  by  something  flowing,  a  constant  by  a 
variable." 

Capital  is  dead  labour,  that,  vampire-like,  only  lives  by  sucking  living 
labour,  and  lives  the  more,  the  more  labour  it  sucks.  The  time  during  which 
the  labourer  works,  is  the  time  during  which  the  capitalist  consumes  the 
labour-power  he  has  purchased  of  him. 

If  the  labourer  consumes  his  disposable  time  for  himself,  he  robs  the 
capitalist. 

The  capitalist  then  takes  his  stand  on  the  law  of  the  exchange  of  com- 
modities. He,  like  all  other  buyers,  seeks  to  get  the  greatest  possible  benefit 
out  of  the  use-value  of  his  commodity.  Suddenly,  the  voice  of  the  labourer, 
which  had  been  stifled  in  the  storm  and  stress  of  the  process  of  production, 
rises: 

The  commodity  that  I  have  sold  to  you  differs  from  the  crowd  of  other 
commodities,  in  that  its  use  creates  value,  and  a  value  greater  than  its  own. 
That  is  why  you  bought  it.  That  which  on  your  side  appears  a  spontaneous 
expansion  of  capital,  is  on  mine  extra  expenditure  of  labour-power  .... 
And  the  consumption  of  the  commodity  [here,  labor]  belongs  not  to  the 
seller  who  parts  with  it,  but  to  the  buyer,  who  acquires  it.  To  you,  there- 
fore, belongs  the  use  of  my  daily  labour-power." 

Dealing  with  competition  and  profits,  Marx  spoke  of  what  he  called 
the  "rate  of  profit."  This  was  the  ratio  between  the  surplus  value,  s, 
created  in  the  production  process,  and  the  amount  of  the  enterpriser's 
investment  in  constant  and  variable  capital  at  the  beginning  of  the 
production  period: 

s 
Rate  of  profit  =  


Ibid.  rsIbid.,  Pt.  3,  Chap.  10,  Sec.  1. 
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In  the  arithmetical  example  reproduced  in  this  section,  the  rate  of 
profit  is  ^-  for  the  production  period. 

Discussing  what  he  called  "the  general  law  of  capitalist  accumula- 
tion,"14 Marx  spoke  of  the  composition  of  capital  as  being  constant 
when  c  and  v  continued  to  be  combined  in  the  same  proportions  in 
the  production  process.  In  this  situation,  the  demand  for  labor  and  the 
total  (C,  or  c  +  v)  increased  in  the  same  proportion.  However,  Marx 
said  that  the  growth  in  surplus  value  ( and  therefore  in  the  demand  for 
labor)  may  outrun  the  existing  supply  of  labor,  causing  wages  to  rise 
and  population  to  increase.  Here,  he  followed  Ricardo.  However,  Marx 
said  that  a  relative  diminution  in  variable  as  compared  with  constant 
capital  was  associated  with  an  increase  in  the  productivity  of  labor. 
Thus,  the  employer  had  two  possibilities  of  profit:  (1)  He  could 
extend  the  length  of  the  work  day  beyond  what  was  necessary  to  pay 
the  wage.  This  yielded  the  surplus  value,  already  discussed.  (2)  He 
could  benefit  from  the  increased  productivity  of  labor,  using  a  smaller 
part  of  the  work  day  to  pay  the  wage  and  leaving  a  greater  part  to 
provide  his  profit.  The  second  source  of  profit  afforded  a  reason  for 
enterprisers  using  more  equipment,  relative  to  labor.  This  tendency  to 
use  relatively  more  equipment  was  a  feature  of  the  capitalist  economy 
which  was  difficult  to  reconcile  with  that  part  of  Marx's  theory 
which  referred  only  to  surplus  value  resulting  from  extension  of  the 
work  day. 

That  Marx  recognized  there  were  complications  connected  with  his 
theory  which  were  not  resolved  in  the  first  volume  of  Capital  is  evident 
from  what  appears  in  Volumes  2  and  3,  edited  by  Engels  after  Marx's 
death,  as  well  as  from  the  Marx-Engels  correspondence.  The  phe- 
nomenon of  rent  seems  to  have  been  dealt  with  to  Marx's  satisfaction 
by  the  Ricardian  explanation  that  competition  fixed  a  uniform  price 
for  the  product  of  different  qualities  of  land.  Marx  commented,  how- 
ever, that  the  small  farmers  of  Ireland,  who  rented  the  land  they 
cultivated,  frequently  paid  in  rent  part  of  the  capital  which  they  had 
incorporated  in  the  product  by  using  their  own  labor  during  the  pro- 
duction period.  It  may  be  said  that  there  was  general  agreement 
among  investigators  of  the  time  that  Irish  rents  were  so  high  as  to 
cause  poverty  among  the  tenants.  Marx  said  that  the  Irish  landlords 
were  receiving  a  payment  corresponding  to  the  surplus  value  of  capi- 
talistic industry  rather  than  one  attributable  to  the  quality  of  the  soil. 
14  Ibid.,  Pt.  7,  Chap.  25. 
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In  general,  what  did  Marx  mean  in  speaking  of  value?  Clearly,  it 
was  not  market  value;  he  seemed  to  think  of  commodities  being  mar- 
keted at  the  end  of  their  production  processes  according  to  their  use 
values.  This  view  might  have  led  him  to  consider  utility,  or  even 
marginal  utility;  but  he  did  not  do  so.  Certainly,  neither  market  nor 
use  values  necessarily  coincide  with  the  relative  quantities  of  labor  in 
commodities  ( nor  with  quantities-cum-qualities  of  labor ) .  Even  a  con- 
scientious worker  or  manufacturer  may  misunderstand  the  nature  of 
consumer  wants,  or  at  least  their  intensity,  and  find  that  labor  has  been 
incorporated  in  a  good  which  cannot  be  sold  at  a  sufficiently  high  price 
to  reimburse  the  labor  value.  "Socially-necessary  labor"  does  not  help 
much  here.  Who  is  to  determine  what  is  socially  necessary?  If  it  is  the 
consumer,  then  it  must  be  remembered  that  production  has  to  take 
place  before  there  is  an  opportunity  for  the  consumer  to  judge  whether 
or  not  the  production  costs  are  socially  necessary. 

No,  Marx  clearly  had  some  concept  of  intrinsic  value  in  mind.  Was 
it  "worth"  in  accordance  with  the  general  judgment  of  the  society?  But 
where  in  his  day  could  such  a  judgment  be  revealed  except  in  the 
market  place?  Was  it  labor  expended?  What  is  the  superior  merit  of 
labor  incorporated  in  a  commodity  as  compared  with  the  latter's 
capacity  to  satisfy  a  consumer  want?  Marx,  of  course,  had  plenty  of 
company  in  accepting  labor  expended  as  a  standard  of  intrinsic  value. 
From  Petty  and  Locke  through  a  list  of  writers  which  included 
Ricardo,  intrinsic  value  had  been  thought  to  be  labor.  It  was  not  until 
after  the  first  volume  of  Capital  had  been  published  that  utility 
received  wide  acceptance  as  a  basis  of  valuation.  The  prevailing  theory 
at  the  time  Capital  was  written  was  Ricardo's  explanation  as  amended 
by  Senior  and  John  Stuart  Mill,  which  made  the  value  of  a  commodity 
equal  to  its  cost  of  production  on  the  no-rent  margin.  Senior  and  Mill, 
however,  had  included  interest  as  an  element  of  cost  and  this  was 
something  repugnant  to  Marx.  Even  Mill  had  not  developed  a  satisfac- 
tion theory  of  profits.  Possibly  Marx  might  have  accepted  profit  as 
justified  by  Francis  Walker  later;  that  is,  as  a  differential  payment 
going  to  superior  managers  of  business.  If  he  had,  however,  he  prob- 
ably would  have  classified  it  as  a  wage  of  management,  as  Alfred 
Marshall  did  at  the  close  of  the  century.  What  Marx  really  objected  to, 
besides  interest,  were  the  incomes  which  he  saw  flowing  to  successful 
enterprisers  whose  employees  were  living  in  poverty.  He  seems  to  have 
offered  a  system  of  economic  valuation  to  explain  an  opinion  which  he 
had  formed  concerning  the  ethics  of  distribution. 
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BUSINESS   CRISES 

Marx's  theory  of  business  crises  is  developed  in  the 
later  volumes  of  Capital.  He  considered  the  credit  system  in  its  relation 
to  business  activity.  Pointing  out  that  the  maximum  of  credit  coincided 
with  the  fullest  employment  of  industrial  capital,  he  raised  the  issue 
of  liquidity.  So  long  as  business  remained  active  and  confident,  an 
extension  of  credit  was  based  on  the  process  of  production  itself. 
Its  "flow"  (i.e.,  the  granting  of  loans  to  finance  production)  and  its 
"reflux"  (repayment  of  loans  when  finished  goods  were  sold)  were 
assured.  Marx  said,  however,  that,  if  a  stoppage  of  the  flow  and  reflux 
took  place  through  delay  in  receiving  payments,  overstocked  markets, 
or  fallen  prices,  credit  ceased  to  perform  its  function  because  it  be- 
came (to  use  a  present-day  term)  frozen.  Goods  were  unsalable  and 
fixed  capital  was  largely  unemployed.15  Here,  we  have  an  idea  that  was 
expressed  by  John  Stuart  Mill  and  developed  more  fully  by  later 
writers:  that  business  slumps  are  associated  with  the  circulation  of 
money  and  changes  in  the  volume  of  credit,  and  that  they  are  reflected 
in  alterations  in  the  degree  of  liquidity  of  business  assets. 

In  this  connection,  Marx  offered  a  criticism  of  the  British  monetary 
and  banking  system  which  had  been  made  earlier  by  Joplin  and  which 
was  to  be  developed  by  Keynes  and  others  in  the  1920's  and  1930's. 
He  said  that  the  system  was  too  dependent  on  the  balance  of  foreign 
payments.  He  pointed  out  that  the  ( British )  Bank  Act  of  1844  had  tied 
the  note  issue  to  the  volume  of  gold  held  by  the  banks.  (As  will  be 
described  in  Chapter  15,  if  gold  came  into  the  country,  interest 
was  lowered  and  credit  was  expanded;  whereas  if  gold  were  exported, 
interest  was  raised  and  credit  was  contracted.)  Marx  said  that 
the  credit  and  banking  system  pressed  money  capital  into  the  service 
of  production;  yet  at  a  certain  phase  of  the  industrial  cycle  the  metal 
reserve  was  reduced  to  a  level  at  which  the  money  capital  ceased  to 
perform  this  function— supporting  production.  On  the  other  hand,  even 
a  large  drain  of  gold  in  foreign  payments  was  ineffective  in  reducing 
credit,  unless  it  arose  at  a  critical  point  of  the  industrial  cycle.16 

Behind  credit  lay  production  itself.  Here  Marx  agreed  with  Owen 
and  Malthus  in  Britain,  Sismondi  in  France,  and  Rodbertus  in  Ger- 

15  See  Capital,  A  Critique  of  Political  Economy,  ed.  F.  Engels,  trans.  E.  Untermann 
(Chicago,  1909),  III,  The  Process  of  Capitalist  Production  as  a  Whole,  566-567. 
"  Ibid.,  p.  671. 
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many.  He  accepted  the  theory  that  production  expanded  beyond  the 
level  which  consumption  could  sustain.  The  views  of  the  first  three  of 
these  writers  have  been  explained  in  Chapter  8.  Something  might 
be  said  here  about  those  of  Rodbertus. 

Karl  Johann  Rodbertus  ( 1805-1875 )  was  a  German  landowner  who 
was  interested  in  social  reform.  In  Soziale  Briefe  an  von  Kirchmann 
("Social  Letters  to  von  Kirchmann,"  1850-1851,  translated  with  the 
title  Overproduction  and  Crises),  Rodbertus  stated  in  one  form  the 
"law  of  the  diminishing  wage  share"  and  its  corollary,  the  undercon- 
sumption theory  of  the  business  cycle,  both  of  which  have  been  asso- 
ciated with  Marxism: 

.  .  .  if  .  .  .  the  share  of  the  labouring  class  (i.e.  of  the  great  majority  of 
society)  is  besides,  in  accordance  with  the  "natural"  laws  of  trade  left  to 
itself,  not  a  fixed,  unalterable  quota  of  the  product  but,  on  the  contrary, 

BECOMES  A  SMALLER  QUOTA  OF  THE  PRODUCT  EXACTLY  IN  PROPORTION  TO 

the  increase  in  productiveness— then  that  fortunate  issue  of  the  increase 
in  productiveness  cannot  occur  .  .  .  and  society  is  placed  in  the  position 
of  producing  value-in-use  which  is  no  longer  market  value  and  purchasing 
power,  while  yet  the  need  for  it  is,  in  the  case  of  most  people,  unsatisfied.17 

According  to  Rodbertus,  production  continued  to  increase  with  the 
advance  in  techniques,  and  yet  wages  did  not  keep  pace  with  the 
increase.  Depressions  were  caused,  not  so  much  by  overinvestment 
leading  to  overproduction,  as  by  a  disproportion  in  the  distribution 
which  left  the  laboring  class  with  too  little  income  to  buy  the  product. 
The  theory  that  wages  represented  a  diminishing  share  of  the  product 
went  back  to  Ricardo,  as  we  have  seen. 

Marx  argued  that  the  capitalist,  in  disposing  of  the  surplus  value 
which  constituted  his  profit,  could  either  consume  it  himself  or  add  it 
to  his  business  capital.  A  feature  of  the  private  enterprise  system,  in 
Marx's  view,  was  the  propensity  of  the  capitalists  to  invest  a  large  part 
of  the  surplus  value  in  productive  equipment.  This  is  why  he  referred 
to  the  surplus  value  as  a  "value  big  with  value,  a  live  monster  that  is 
fruitful  and  multiplies."  The  result  was  that  the  output  of  consumers' 
goods  continued  to  increase.  This  condition  was  in  large  measure 
responsible  for  business  depressions.  Marx  reasoned  that  workers' 
wages  were  kept  too  low  for  demand  to  rise  sufficiently  to  absorb  the 
products  of  the  expanding  factories.  For  the  capitalist  system  to  con- 
tinue, therefore,  new  markets  and  more  new  markets  were  needed— 
hence  the  necessity  for  colonial  expansion.  The  Marxist  theory  of  busi- 
ness depressions  receives  further  attention  in  Chapter  15. 

"See  Overproduction  and  Crises,  trans.  J.  Franklin  (London,  1898),  pp.  127-131. 
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AGGREGATION    OF    CAPITAL 

Marx  said  that  business  enterprisers,  desiring  profit, 
competed  with  each  other,  causing  the  rate  of  surplus  value  to  decline. 
In  this  situation,  the  more  efficient,  large  enterprises  became  bigger 
and  bigger,  capitalists  became  fewer  and  fewer,  while  more  and  more 
of  the  people  were  driven  into  the  ranks  of  the  propertyless  proletariat. 
This  is  Marx's  law  of  aggregation  of  capital: 

The  battle  of  competition  is  fought  by  cheapening  of  commodities.  The 
cheapness  of  commodities  depends,  caeteris  paribus,  on  the  productiveness 
of  labour,  and  this  again  on  the  scale  of  production.  Therefore,  the  larger 
capitals  beat  the  smaller  ....  It  always  ends  in  the  ruin  of  many  small 
capitalists,  whose  capitals  partly  pass  into  the  hands  of  their  conquerors, 
partly  vanish.18 

The  workers  become  more  and  more  miserable: 

Along  with  the  constantly  diminishing  number  of  the  magnates  of  capital, 
who  usurp  and  monopolise  all  advantages  of  this  process  of  transformation, 
grows  the  mass  of  misery,  oppression,  slavery,  degradation,  exploitation.19 

Finally,  there  comes  the  revolution: 

Centralisation  of  the  means  of  production  and  socialisation  of  labour 
at  last  reach  a  point  where  they  become  incompatible  with  their  capitalist 
integument.  This  integument  is  burst  asunder.  The  knell  of  capitalist  private 
property  sounds.  The  expropriators  are  expropriated.20 

Here,  Marx  made  both  good  and  bad  forecasts.  His  law  of  the 
aggregation  of  capital  has  largely  proved  correct,  in  the  sense  that 
industrial  plants  have  become  bigger  and  bigger,  and  firms  larger  and 
larger,  through  the  competitive  advantages  which  have  resulted  from 
operation  on  a  larger  scale.  Yet  this  does  not  mean  that  the  ownership 
of  property  has  become  so  concentrated  as  Marx  evidently  expected. 
Not  only  are  there  a  great  number  of  small  enterprises  still  (for  ex- 
ample, in  the  house-building  and  repair  fields ) ,  but  a  large  proportion 
of  the  workers  own  considerable  property  for  the  purpose  of  direct 
consumption.  About  one-half  of  American  families  own  their  own 
homes,  and  houses  make  up  a  very  large  proportion  of  the  total  capital 
investment  in  the  country.  More  significant  from  the  standpoint  of  the 
Marxist  theory  is  the  spread  of  ownership  of  the  large  enterprises.  The 
joint-stock  or  corporate  form  of  organization  has  made  this  feasible 

18  Capital,  I,  Pt.  7,  Chap.  25,  Sec.  2. 

19  Ibid.,  I,  Pt.  8,  Chap.  32.  M  Ibid. 
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and  the  growth  of  the  investment  trust  has  extended  it.  Lastly,  the 
forecast  of  increasing  misery  of  the  working  class  has  proved  incorrect. 
Living  standards  among  the  workers  of  western  Europe  and  North 
America  have  risen  continually  and  considerably,  over  the  years. 
These  factors  largely  explain  the  lack  of  interest  in  Marxism  shown 
by  British  and  American  workers. 


LENIN    AND    THE    POST-REVOLUTION    PROGRAM 

Nicolai  Lenin  (Vladimir  Ilyich  Ulyanov,  1870-1924) 
was  the  founder  and  leader  of  the  Russian  Soviet  state,  professedly 
based  on  Marx's  philosophy  and  social  program.  Lenin  was  trained  for 
and  practiced  law  but  spent  most  of  his  life  in  revolutionary  agitation, 
intermittently  in  exile.  He  became  the  leader  of  the  Bolshevik  section 
of  the  Russian  socialist  group  and  took  part  in  the  abortive  revolt  of 
1905.  Between  then  and  the  February  Revolution  of  1917,  he  lived 
abroad.  He  attended  socialist  conferences  and,  opposing  the  pacificism 
of  some  other  socialists,  argued  in  favor  of  converting  the  "imperialist" 
World  War  I  into  a  "civil  war,"  or  socialist  revolution.  Returning  to 
Russia  with  the  connivance  of  the  Germans  after  the  Tsar's  overthrow, 
Lenin  masterminded  the  seizure  of  power  by  the  Bolsheviks.  He  fol- 
lowed the  procedure  advocated  by  Marx  in  The  Civil  War  in  France. 
First,  he  led  the  Communists  in  a  seizure  of  government  power.  Then 
he  got  the  form  and  machinery  of  government  altered  to  suit  Com- 
munist purposes.  Marx  had  argued  that  all  governments  represented 
agencies  whereby  the  dominant  group  in  the  society  maintained  its 
position  and  that  the  Communists,  after  the  revolution,  should  use 
government  in  this  way.  This  is  what  Lenin  proceeded  to  do. 

SOVIET  OBJECTIVES 

The  post-Revolution  policy  of  the  Soviet  government 
accepted  as  immediate  objectives  first,  the  destruction  of  private  enter- 
prise capitalism  as  far  as  it  existed  in  Russia  at  that  time  and,  second, 
the  establishment  of  a  Communist  society.  Whatever  means  seemed  to 
be  necessary  to  achieve  these  objectives  were  considered  to  be  moral; 
whatever  stood  in  the  way  of  their  attainment  were  immoral.  It  was 
felt  that  the  moral  training  of  young  Communists  should  instill  these 
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ideas.  This  view  helps  to  explain  the  paradox  of  a  society  which  claims 
as  its  purpose  the  full  development  of  the  individuality  of  man  and 
yet  has  suppressed  freedom  of  thought  and  action  in  some  of  their 
manifestations. 

The  Russian  Marxists  have  interpreted  freedom  somewhat  in  the 
manner  defined  in  the  categorical  imperative  of  Immanuel  Kant,  which 
stated  that  freedom  should  be  exercised  only  so  far  as  its  use  did  not 
deny  like  freedom  to  others.  The  Russians  have  also  interpreted  free- 
dom partly  in  the  Hegelian  sense:  a  moral  person  achieves  his  free- 
dom in  association  with  others;  he  will  want  things  that  are  for  the 
common  good.  The  Marxists  of  Russia  believed  that  private  enterprise 
capitalism  failed  to  achieve  freedom  in  these  senses.  The  manner  in 
which  the  capitalist  exercised  his  freedom  denied  like  freedom  to 
others.  Differing  class  interests  led  to  social  conflicts,  and  the  common 
good  was  not  attained.  Therefore  the  capitalist  system  must  be  de- 
stroyed. A  Communist  system  must  pursue  the  ultimate  aim  of  want 
satisfaction  for  everyone,  and  it  must  end  exploitation.  With  these  ul- 
timate purposes  in  view,  it  became  moral  to  hinder  or  prevent  want 
satisfaction  of  some  kinds  and  for  some  people,  when  such  satisfaction 
lessened  or  postponed  the  chances  of  ultimately  satisfying  the  wants 
of  all.  Presumably,  the  need  for  coercive  government  would  disappear 
(as  Marx  forecast)  only  when  the  entire  society  had  been  taught  to 
be  moral,  in  the  sense  in  which  moral  is  defined  here.  People  then 
would  be  entirely  free  and  their  exercise  of  freedom  would  be  com- 
patible with  the  good  of  the  whole.  Until  that  stage  is  reached,  free- 
dom must  be  limited.  This  limitation  applied  to  freedom  of  criticism; 
if  such  freedom  went  so  far  as  to  stand  in  the  way  of  the  ultimate 
attainment  of  want  satisfaction  for  all  and  the  end  of  human  exploita- 
tion, it  was  immoral.  Criticism  which  furthered  the  achievement  of 
these  objectives,  however,  presumably  was  to  be  desired.  Such  seems 
to  have  been  the  view  of  the  Russian  followers  of  Karl  Marx. 

After  the  October  1917  Revolution  put  the  Communists  in  power, 
Lenin  and  his  followers  rather  quickly  achieved  socialism  in  some 
segments  of  the  economy.  Large  enterprises  were  confiscated  by  the 
government,  to  be  run  by  government  officials  or  committees.  By  de- 
grees, the  Russian  government  thus  came  to  represent  not  only  govern- 
ment, but  also  corporate  management,  as  these  terms  are  understood  in 
the  United  States.  Efficiency  in  government  operation  of  industry  was 
an  objective  which  took  longer  to  reach.  The  socialization  of  agricul- 
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ture  did  not  proceed  quickly  and  cannot  be  said  even  yet  to  be  com- 
plete. Co-operative  production  is  very  important  on  the  farms,  although 
it  is  required  to  fit  into  the  government  plan  for  the  economy  as  a 
whole. 

An  issue  which  must  be  raised  in  judging  the  purposes  and  achieve- 
ments of  any  system  directed  toward  the  satisfaction  of  wants  turns  on 
the  elasticity  of  wants.  Thomas  Hobbes  said  that  "Felicity  [or  happi- 
ness] is  a  continual  progress  of  the  desire,  from  one  object  to  another; 
the  attaining  of  the  former,  being  still  but  the  way  to  the  latter."  What 
is  meant  by  criteria  like  "maximum  satisfaction  of  wants"  or  "satisfying 
the  wants  of  everyone"  in  this  situation?  Rich  as  the  United  States  of 
America  is  at  the  present  time,  there  are  probably  very  few  among 
even  the  better-off  Americans  who  cannot  think  of  some  unsatisfied 
want,  and  probably  most  Americans  would  have  little  difficulty  in  iden- 
tifying a  number  of  such  wants.  Moreover,  people  are  not  left  alone  in 
their  want- thoughts.  Advertisers  are  tumbling  over  one  another  to  tell 
them  of  new  goods  to  want.  If  this  condition  is  to  continue  indefinitely, 
as  Hobbes  suggested,  there  can  be  no  such  situation  as  a  complete 
satisfaction  of  wants.  A  position  would  be  attainable,  in  which  all  the 
wants  are  satisfied  which  are  considered  worth  satisfying,  bearing  in 
mind  the  existing  availability  of  labor  and  other  resources  necessary 
for  production.  This  applies  both  to  Soviet  Russia  and  to  the  United 
States.  When  Friedrich  von  Wieser  described  a  system  of  economic 
valuation  whose  central  feature  has  been  stated  in  this  paragraph,  he 
called  it  natural  value  because  of  its  universal  applicability.  This 
concept  is  explained  in  Chapter  13. 

What  Marx  seems  to  have  had  in  mind  was  a  social  system 
in  which  everyone  had  an  equal  right  to  share  in  want  satisfaction  at 
the  level  appropriate  to  the  technical  and  other  conditions  of  the  time. 
Nowhere  did  Marx  come  out  in  favor  of  distributing  goods  according 
to  need,  irrespective  of  work.  He  always  spoke  of  the  workers.  Equal 
liability  of  all  to  work  was  one  of  the  objectives  stated  in  the  Com- 
munist Manifesto.  Work  thus  was  a  duty,  according  to  Marx.  The 
problem  of  defining  equality  in  a  society  based  on  the  teachings  of 
Marx  is  one  which  the  Russian  Soviets  have  had  to  tackle.  The  solution 
that  they  have  offered  to  date  is  stated  in  general  terms  in  an  article 
of  the  Russian  constitution:  "Work  in  the  USSR  is  a  duty  and  a  matter 
of  honor  for  every  able-bodied  citizen,  in  accordance  with  the  prin- 
ciple: 'He  who  does  not  work,  neither  shall  he  eat.'  The  principle 
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applied  in  the  USSR  is  that  of  socialism:  'From  each  according  to  his 
ability,  to  each  according  to  his  work.'  "21 


SOCIALISM    BY    EVOLUTION 

The  term  "socialism  by  evolution"  has  been  used  to 
designate  a  body  of  ideas  and  policies  which  has  rejected  the  "revolu- 
tionary socialism"  of  Marx.  Defined  in  this  manner,  it  can  be  considered 
to  date  from  a  controversy  which  took  place  among  leaders  of  the 
German  socialist  movement,  mainly  in  the  1870's.  Marx's  ideas  had 
been  put  before  the  socialists  in  the  Communist  Manifesto  of  1848, 
and  Marx  had  assumed  a  position  of  leadership  in  the  international 
socialist  movement.  The  influence  of  Proudhon  declined.  Marx  was 
largely  responsible  for  starting  the  International  Working  Men's  Asso- 
ciation in  1864.  In  the  meantime,  Ferdinand  Lassalle  ( 1825-1864 )  had 
become  active  in  German  socialism  and  in  1863  had  helped  to  found 
the  German  Working  Men's  Association. 

LASSALLE 

Lassalle's  program  was  set  forth  in  his  Open  Letter  to 
the  German  Working  Mens  Association  (1863).  Lassalle  advocated 
labor  ownership  of  business  enterprises: 

The  working  class  must  become  itself  a  monster  employer:  the  whole  a 
series  of  gigantic  enterprises.  By  this  means  and  by  this  alone,  can  ameliora- 
tion come,  and  the  iron  and  cruel  law  governing  wages  [i.e.,  the  "law" 
which  limited  wages  to  the  amount  needed  for  subsistence]  be  abolished. 
The  wage  class,  once  become  its  own  employer,  the  division  between 
wages  and  profits  of  enterprise  at  once  is  removed:  the  wage  disappears, 
and  in  its  stead  comes  the  certain  and  satisfying  reward  of  labor  honestly 
performed.  The  whole  production  of  labor  becomes  the  claim  of  the  worker, 
unaffected  by  any  employer.22 

Lassalle  favored  beginning  with  a  grant  of  government  credit  to 
workers'  groups  to  enable  them  to  start  enterprises  of  their  own,  which 

21  Constitution  (Fundamental  Law)  of  the  Union  of  Soviet  Socialist  Republics,  As 
amended  by  the  Supreme  Soviet  of  the  USSR,  on  February  25,  1947,  on  the 
recommendations  of  the  Drafting  Commission  (Information  Bulletin  published  by 
the  Embassy  of  the  Union  of  Soviet  Socialist  Republics,  Washington,  D.C., 
1947),  p.  7. 

22  See  Open  Letter  .  .  .  ,  trans.  J.  Ehrmann  and  F.  Bader  (Cincinnati,  n.d.), 
pp.   19-20. 
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would  be  operated  under  government  guidance.  Such  schemes  had 
been  put  forward  earlier  in  British  and  French  socialist  literature,  as 
we  have  seen  in  Chapter  10.  Lassalle  further  advocated  that  universal 
suffrage  should  be  instituted  to  enable  the  workers  to  take  over  the 
government. 

Marx  strongly  opposed  Lassalle's  program.  It  was  at  this  time  that 
Marx  wrote  the  manifesto  (dealing  with  the  1871  Paris  Commune), 
which  was  published  as  The  Civil  War  in  France.  Moderate  socialist 
opinion  was  antagonized  by  some  of  the  views  expressed  in  this  work, 
not  only  in  Germany  but  also  in  England  and  elsewhere.  In  the  mean- 
time, August  Bebel  and  Wilhelm  Liebknecht  had  started  a  Saxon 
People's  Party  after  the  Austro-Prussian  War  of  1866,  to  work  for 
democratic  reforms.  The  groups  led  by  Bebel  and  Liebknecht  and  by 
Lassalle,  respectively,  united  in  1875,  receiving  criticism  from  Marx 
for  their  program.  The  German  Social  Democratic  Party  dates  from 
that  time.  Within  the  party,  both  Marx's  ideas  and  those  which  had 
been  put  forward  originally  by  Lassalle  received  support;  Bebel  did 
his  best  to  hold  the  party  together. 

BERNSTEIN 

Eduard  Bernstein  ( 1850-1932 )  sponsored  a  movement 
which  became  known  as  "revisionism."  Bernstein,  a  socialist  member 
of  the  German  Reichstag,  called  for  a  revision  of  the  socialist  program 
on  the  grounds  that  Marx's  theories,  which  at  the  time  the  Social 
Democratic  Party  largely  accepted,  were  incorrect. 

Marx  had  taught  that  socialism  was  inevitable  and  would  be 
brought  about  by  a  class  struggle  ending  in  revolution.  Marx  relied  on 
doctrines  which  assumed  that  capital  would  increasingly  become 
aggregated  into  few  hands,  while  the  workers'  share  of  the  produce 
continued  to  decline.  Bernstein  pointed  out  that  the  small  capitalists 
were  not  disappearing,  as  Marx  predicted.  Some  industries,  notably 
agriculture  (which  was  one  of  the  largest)  continued  to  be  operated 
on  the  basis  of  small  enterprises.  Even  in  manufactures,  where  the  size 
of  the  operating  unit  was  growing,  the  development  of  the  joint-stock 
or  corporate  form  of  ownership  was  spreading  proprietorship  among 
many  people.  Moreover,  Bernstein  said  the  workers  possessed  no  uni- 
fied class  consciousness,  as  Marx  assumed,  but  rather  were  divided 
into  many  groups  with  divergent  interests.  The  industrial  workers,  to 
whom  Marx  looked  for  the  success  of  his  revolutionary  program,  were 
in   the  minority,   Bernstein   said.   His   views   were   put   forward   in 
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speeches  and  writings,  one  of  which  (published  in  1899)  was  trans- 
lated into  English  with  the  title  Evolutionary  Socialism  (1911). 
Bernstein's  practical  program  involved  working  through  existing  po- 
litical parties  other  than  his  own;  August  Bebel,  as  leader  of  the  Ger- 
man Social  Democratic  Party,  was  opposed  to  this.  The  party  con- 
tinued to  strive  independently  for  the  attainment  of  socialism. 


THE   FABIAN    SOCIETY   AND   BRITISH   SOCIALISM 

In  Britain,  the  Fabian  Society  was  established  in 
1883-1884  by  a  number  of  intellectuals,  including  George  Bernard 
Shaw  (1856-1950),  the  playwright,  and  Sidney  James  Webb  (1859- 
1947),  later  Baron  Passfield  and  a  member  of  the  British  cabinet.  The 
name  "Fabian"  was  taken  from  that  of  a  Roman  general  who  followed 
a  policy  of  attrition  in  the  war  against  the  Carthaginians.  The 
name  indicated  the  policy  which  the  group  intended  to  follow.  The 
Fabians  worked  within  the  existing  Liberal  and  Conservative  parties 
(especially  the  former),  and  they  also  helped  to  start  the  Labour 
Representation  Committee  in  1900,  an  organization  which  became  the 
Labour  Party  in  1906.  The  Fabians  were  especially  active  among  the 
Progressives,  a  local  group  which  dominated  the  London  County 
Council  in  the  years  around  1900.  The  Fabian  policy  was  admittedly 
directed  toward  the  attainment  of  socialism  by  degrees  and  through 
democratic  action.  After  the  Labour  Party  was  established,  party  con- 
trol passed  into  the  hands  of  the  labor  unions,  but,  as  the  union  leaders 
accepted  the  socialism-by-degrees  policy  of  the  Fabians,  this  develop- 
ment proved  of  no  great  significance  in  the  present  connection. 

At  the  time  this  book  is  written,  the  British  transportation  system 
and  other  public  utilities,  as  well  as  the  coal  mines,  have  come  to  be 
owned  and  operated  by  the  government,  the  enterprises  acquired  from 
private  owners  having  been  obtained  by  compulsory  transfer  at  appro- 
priate and  negotiated  purchase  prices.  Most  of  the  houses  which  have 
been  constructed  for  working  class  occupation  in  recent  years  have 
been  built  by  government  bodies.  Land  use  is  controlled.  These  are 
the  attainments  of  the  British  socialist  movement.  The  social  insurance 
program  cannot  be  described  as  a  socialist  achievement.  As  has  been 
mentioned  in  Chapter  9,  it  was  begun  by  a  Liberal  government  in 
imitation  and  extension  of  a  program  which  the  Conservative  states- 
man, Prince  Bismarck,  established  in  Germany  in  the  1880's.  It  is  said 
that  Bismarck  was  influenced  in  this  by  the  views  of  Lassalle. 
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AMERICAN   SOCIALISM 

In  the  United  States,  socialist  movements  as  such  have 
made  little  progress.  Americans  who  have  believed  in  government 
ownership  of  industry  and  a  more  equal  distribution  of  wealth  have 
worked  mainly  through  the  large  political  parties.  Their  influence  is 
seen  in  such  areas  as  the  development  of  publicly-owned  electrical 
utilities.  It  is  true  that  early  in  the  present  century  the  United  States 
experienced  a  labor  movement  with  a  revolutionary  flavor  in  the  Indus- 
trial Workers  of  the  World  (IWW).  This  organization  was  founded 
in  1905  by  Eugene  Victor  Debs  (1855-1926),  who  was  Socialist  can- 
didate for  the  presidency  several  times  between  1900  and  1920,  and  by 
other  socialist  and  labor  leaders.  Its  main  support  at  the  beginning 
was  the  Western  Federation  of  Miners,  but  this  body  shortly  with- 
drew; as  time  went  on  the  Industrial  Workers  of  the  World  dwindled 
in  importance  and  tended  to  concentrate  on  unskilled  and  nomadic 
workers.  It  was  attacked  both  for  its  radicalism  and  for  the  pacifist 
stand  which  it  took  during  World  War  I.  Often  its  members,  nick- 
named "wobblies,"  were  roughly  handled.  The  appeal  of  the  IWW 
was  largely  to  groups  which  had  been  neglected  by  the  older  craft-type 
unions.  The  growth  of  industrial  unionism,  after  the  establishment  of 
the  Committee  for  Industrial  Organization  in  1935,  went  a  long  way 
toward  removing  this  basis  of  American  radicalism.  The  Industrial 
Workers  organization  had  some  influence  in  Australia  in  the  second 
decade  of  the  century,  but  both  in  that  country  and  in  New  Zealand 
the  dominant  labor  movement  has  been  a  gradualist  one  of  the  British 
variety.  Labor  party  governments  have  often  been  in  office. 

In  all  the  English-speaking  countries,  the  factor  which  has  probably 
done  most  to  check  the  development  of  a  revolutionary  socialism  of 
the  Marxist  kind  has  been  the  economic  advance  of  the  industrial 
workers.  The  existence  of  a  law  or  principle  which  keeps  wages  at 
a  low  subsistence  level  has  been  disproved  by  the  march  of  events. 
The  policy  followed  by  the  labor  unions  of  getting  "more  and  more" 
as  opportunity  offers  has  been  successful  enough  to  exclude  from  the 
minds  of  union  members  the  idea  of  revolutionary  change. 

Another  factor,  noticeably  operating  recently  in  these  countries, 
is  a  proportionately  declining  influence  of  "labor"  as  such  (in  the 
sense  of  manual  and  skilled  workers  who  join  labor  unions).  Super- 
visors, technicians,  and  executives  constitute  an  increasing  propor- 
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tion  of  the  labor  force,  because  of  changes  in  production  techniques, 
and  such  people  often  do  not  associate  themselves  politically  with 
manual  and  skilled  laborers. 
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CHAPTER   12 


MODERN  ECONOMICS 

IN  THE 

CLASSICAL  TRADITION 

(1)  THE  RESURGENCE 

OF  THE  1870's 


Around  1870  occurred  what  can  be  looked  upon  as  a 
resurgence  of  the  classical  school  of  economics  as  founded  by  Adam 
Smith.  This  development,  and  the  school  of  thought  that  it  estab- 
lished, is  often  referred  to  as  neoclassical  (new  classical)  economics. 
Smith's  school  can  be  considered  to  have  ended  with  the  work  in 
economics  of  the  younger  Mill,  certainly  with  that  of  Cairnes.  At  least 
in  a  subordinate  way,  Mill  had  shifted  the  emphasis  in  economic 
study  from  the  abstractions  of  Ricardo  to  a  more  realistic  and  historical 
approach,  such  as  had  been  used  by  Smith  himself.  In  Germany  the 
historical  school  had  arisen;  it  had  its  adherents  in  England.  Thorold 
Rogers,  who  was  teaching  economics  at  Oxford  and  London,  held 
views  which  classified  him  with  the  German  historicists  rather  than 
with  Senior  and  Mill.  However,  three  outstanding  writers  now  ap- 
peared to  give  the  abstract  approach  to  economics  a  new  emphasis. 

William   Stanley  Jevons    (1835-1882)   in  England,   Karl  Menger' 

(1840-1921)  in  Austria,  and  ( Marie-Esprit )  Leon  Walras  (1834-1910) 

in  Switzerland  were  mainly  responsible  for  the  new  development.  All 

I  three  occupied  prominent  teaching  positions  in  economics,  Jevons  first 

I  at  Manchester  and  later  in  London,  Menger  in  Vienna,  and  Walras  at 

Lausanne  in  Switzerland.  The  term  "marginalism"  broadly  identified 
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the  approach  taken  by  the  new  school.  Economics  was  visualized  as  a 
study  of  the  allocation  of  resources  to  satisfy  human  wants,  with  wants 
diminishing  in  intensity  as  want  satisfaction  takes  place;  that  is,  the 
principle  of  diminishing  utility  was  assumed  to  apply  to  the  satisfaction 
of  each  particular  want.  Maximum  satisfaction  of  wants  was  seen  as 
being  attained  when  any  factor  of  production  whose  products  minis- 
tered to  several  wants  was  so  utilized  that  the  amount  of  want  satis- 
faction (or  utility)  given  by  a  unit  of  the  factor  was  equalized  in  its 
various  product-uses.  In  detail,  the  three  economists  followed  different 
approaches  to  this  theoretical  system,  but  what  is  said  here  applies  to 
all  three. 


FORERUNNERS 

The  idea  that  the  value  of  commodities  is  connected 
with  their  utility  or  want-satisfying  power  goes  back  a  long  way.  It 
1  appears  in  rudimentary  form  in  the  works  of  Aristotle  and  Aquinas. 
Some  of  the  great  writers  on  both  Catholic  and  Protestant  sides  in  the 
controversies  of  the  Reformation  and  Post-Reformation  periods  ac- 
cepted the  idea,  among  these  being  the  Italian  Catholic,  Bernardo 
Davanzati  (1529-1606),  merchant  and  classical  scholar  as  well  as 
writer  on  economics,  and  the  Protestant,  Hugo  Grotius  (1583-1645), 
Dutch  jurist  and  statesman.  In  England,  Nicholas  Barbon  and  John 
Locke  recognized  the  influence  of  utility  on  value,  as  we  have  seen. 
Turgot  seems  to  have  derived  his  views  on  the  subject  from  the  Delia 
moneta  ("Of  Money,"  1750)  of  the  Italian,  Ferdinando  Galiani  (1728- 
1787),  who  was  secretary  to  the  Neapolitan  embassy  in  Paris  in  the 
hey-day  of  the  physiocrats.  Galiani  saw  value  as  depending  on  both 
utility  and  scarcity,  anticipating  the  theory  stated  by  Karl  Menger  as 
this  is  explained  in  the  present  chapter.  Even  before  Galiani,  a  Swiss 
mathematician  called  Daniel  Bernoulli  (1700-1782),  studying  the 
theory  of  games  of  chance,  as  early  as  1738  had  developed  the  con- 
cepts of  diminishing  utility  and  marginal  utility  as  applied  to  the 
value  of  money.  Despite  all  this,  Adam  Smith  rejected  utility  as  a 
basis  of  valuation,  giving  priority  to  cost  and  particularly  to  labor 
cost;  and  Ricardo  and  John  Stuart  Mill  followed  Smith  here.  The 
system  of  economics  elaborated  by  these  men  dominated  economic 
thought  in  their  time  and  the  utility  basis  of  valuation  had  to  be  re- 
discovered. 
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BENTHAM   AND   THE   PRINCIPLE   OF   DIMINISHING   UTILITY 

The  origin  of  the  utility  system  as  developed  by 
Jevons  and  his  contemporaries  may  be  traced  to  certain  propositions 
which  were  stated  by  Jeremy  Bentham  in  two  treatises  on  law  and 
social  policy.  In  his  Principles  of  the  Civil  Code  (1838),  Bentham 
said: 

1.  Each  portion  of  wealth  is  connected  with  a  corresponding  portion  of 
happiness. 

2.  Of  two  individuals,  possessed  of  unequal  fortunes,  he  who  possesses 
the  greatest  wealth  will  possess  the  greatest  happiness. 

3.  The  excess  of  happiness  on  the  part  of  the  most  wealthy  will  not  be 
so  great  as  the  excess  of  his  wealth. 

4.  For  the  same  reason,  the  greater  the  disproportion  between  the  two 
masses  of  wealth,  the  less  the  probability  that  there  exists  an  equally  great 
disproportion  between  the  masses  of  happiness. 

5.  The  more  nearly  the  actual  proportion  approaches  to  equality,  the 
greater  will  be  the  total  mass  of  happiness.1 

In  The  Constitutional  Code  (1830),  Bentham  had  given  a  some- 
what different  list: 

The  usefulness  of  the  benefit  of  equality  stands,  then,  upon  these 
positions:— 

1.  The  quantity  of  happiness  possessed  by  a  man,  is  not  as  the  quantity 
of  property  possessed  by  the  same  man. 

2.  The  greater  the  quantity  of  the  matter  of  property  [i.e.,  wealth]  a  man 
is  already  in  possession  of,  the  less  is  the  quantity  of  happiness  he  receives 
by  the  addition  of  another  quantity  of  the  matter  of  property,  to  a  given 
amount. 

3.  The  addition  made  by  property  to  happiness  goes  on  increasing  in 
such  a  ratio,  that,  in  the  case  of  two  individuals— he  who  has  least,  having, 
at  all  times,  a  quantity  of  the  matter  of  property  sufficient  for  a  subsistence, 
while  he  who  has  most,  possesses  it  in  a  quantity  as  great  as  any  individual 
ever  had,  or  ever  can  have;  it  is  a  question  scarce  capable  of  solution, 
whether  the  one  who  has  the  greatest  quantity  of  the  matter  of  property, 
has  twice  the  quantity  of  happiness  which  he  has  whose  quantity  of  the 
means  of  happiness,  in  that  shape,  is  the  least. 

If  this  ratio,  of  two  to  one,  be  regarded  as  too  small  a  ratio,  substitute  to 
it  the  ratio  of  3  to  1,  the  ratio  of  4  to  1,  and  so  on,  till  you  are  satisfied  you 
have  fixed  upon  the  proper  ratio:  still,  the  truth  of  the  practical  conclusion 
will  not  be  affected.2 

1  The  Works  of  Jeremy  Bentham,  ed.  J.  Bowring  (11  vols.;  London,  1838-1843), 
I,  305.  The  Civil  Code  was  part  of  a  larger  study  on  the  principles  of  legislation, 
whose  first  publication  was  in  French  in  1802. 

2  Ibid.,  IX,  18. 
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Thus  Bentham  stated  that  the  utility  of  successive  increments  of 
wealth  diminished  as  more  wealth  was  acquired,  but  he  did  not  con- 
sider it  practicable  to  estimate  the  extent  of  the  diminution  in  more 
than  a  general  way.  He  was  speaking  of  wealth  as  a  total,  not  of  par- 
ticular commodities.  It  was  only  a  step,  however,  to  apply  the  prin- 
ciple to  individual  goods. 


ECONOMIC   WRITINGS 

Some  earlier  nineteenth  century  writers  on  economics 
anticipated  the  development  of  the  1870's.  William  Forster  Lloyd 
(1794-1852)  taught  along  these  lines  at  Oxford  University  in  the 
1830's.  One  of  his  lectures  was  published  under  the  title  A  Lecture  on 
the  Notion  of  Value,  as  Distinguishable  Not  Only  from  Utility  but  Also 
from  Value  in  Exchange  ( 1837 ) .  In  this  lecture,  Lloyd  stated  the  prin- 
ciple of  diminishing  utility  and  applied  it  to  the  satisfaction  obtained 
by  a  man  who  consumes  successive  ounces  of  bread.  Lloyd  dis- 
tinguished between  what  later  came  to  be  called  total  utility  and  mar- 
ginal utility,  respectively;  and  he  identified  elasticity  of  demand, 
although  he  did  not  use  this  term. 

A  German  landowner,  Johann  Heinrich  von  Thiinen  (1783-1850), 
published  a  book,  Der  isolierte  Staat  in  Beziehung  auf  Landwirtschaft 
und  Nationalokonomie  ("The  Isolated  State  in  Relation  to  Agriculture 
and  Political  Economy"),  in  three  parts  dated  1826,  1850,  and  1863, 
respectively.  Thiinen  applied  the  concept  of  diminishing  productivity, 
on  which  Ricardo  based  his  theory  of  rent,  to  factors  of  production 
other  than  land.  Thus,  he  anticipated  the  marginal  productivity  theory 
of  distribution,  somewhat  as  this  was  developed  by  John  Bates  Clark 
toward  the  end  of  the  nineteenth  century. 

Another  feature  of  Thiinen's  book  was  his  treatment  of  the  location 
of  agricultural  production  in  the  neighborhood  of  a  city.  He  considered 
a  large  town,  drawing  from  a  surrounding  plain  the  agricultural  pro- 
duce which  it  needed.  Commodities  requiring  to  be  consumed  in  fresh 
condition,  and  those  costly  to  transport,  would  be  produced  nearest 
the  town  (fresh  vegetables  being  an  example).  In  broad  rings,  other 
goods  were  produced,  at  greater  and  greater  distances  from  the  town 
as  their  nature  and  value  made  them  more  and  more  able  to  bear  the 
time  and  cost  involved  in  transportation.  The  price  of  a  particular 
commodity  at  the  consuming  center  would  be  the  same  for  all  sup- 
pliers, but  its  value  at  the  point  of  production  would  gradually  lessen 
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as  the  distance  from  the  town  increased.  The  good  would  cease  to  be 
produced  wherever  another  good  would  yield  a  greater  return,  allow- 
ing for  transportation  cost.  Where  no  product  would  meet  the  cost  of 
its  preparation  and  transportation,  the  land  would  cease  to  be  used. 

Another  German,  Hermann  Heinrich  Gossen  (1810-1858),  in  a 
book  published  in  1854,  Entwickelung  der  Gesetze  des  menschlichen 
Verkehrs  und  der  daraus  fliessenden  Regeln  fur  menschliche  Handeln 
("Development  of  the  Laws  of  Exchange  among  Men  and  of  the 
Consequent  Rules  of  Human  Transactions"),  described  a  system  of 
economics  based  on  the  principle  of  diminishing  utility  and  the  further 
principle  that  utility  could  be  maximized  by  equalizing  increments  of 
utility  from  the  various  goods  on  the  margins  of  consumption.  The 
ideas  which  Gossen  expounded  in  his  book  were  so  close  to  those  of 
Jevons  that  the  latter  economist,  in  the  second  edition  of  his  own  work, 
found  it  necessary  to  disclaim  any  knowledge  at  the  time  the  first 
edition  was  published,  of  what  Gossen  had  written. 

A  French  engineer,  Arsene  Jules  Dupuit  (1804-1866),  published 
De  Tutilite  et  de  sa  mesure  ("On  Utility  and  Its  Measure,"  1853). 
This  work  gave  an  account  of  diminishing  utility  illustrated  by  graphs 
similar  to  those  used  by  later  writers.  Dupuit  reached  the  conclusion 
which  was  drawn  by  Alfred  Marshall  subsequently:  that  the  consumer 
would  pay  for  every  unit  of  the  good  the  price  which  the  last  or 
marginal  unit  was  worth  to  him;  and  that,  since  the  other  units  which 
he  consumed  had  greater  utility,  he  would  receive  a  surplus  of  utility 
on  these  other  units.  Dupuit  called  this  "relative  utility"  and  Marshall 
named  it  "consumers'  surplus."  Dupuit's  practical  interests  in  eco- 
nomics were  transportation  and  water  supply;  he  studied  the  benefits 
furnished  to  consumers  in  these  fields. 

Another  early  book  which  treated  neither  diminishing  utility  nor 
diminishing  productivity,  but  nevertheless  anticipated  other  aspects 
of  neoclassical  economics,  was  the  Recherches  sur  les  principes  mathe- 
matiques  de  la  theorie  des  richesses  ("Researches  into  the  Mathe- 
matical Principles  of  the  Theory  of  Wealth,"  1838 ) ,  written  by  Antoine 
Augustin  Cournot  (1801-1877),  a  French  mathematician.  Cournot 
dealt,  not  with  utility,  but  with  exchange  value.  Instead  of  neglecting 
monopoly,  as  the  classical  economists  had  done,  he  began  his  treat- 
ment of  price  with  monopoly  and  worked  through  duopoly  to  pure 
competition.  Cournot  used  as  an  example  a  mineral  spring  possessing 
unique  qualities.  Asking  how  the  owner  of  such  a  spring  would  de- 
termine his  price,  he  gave  the  answer  that  the  price  would  be  put  at 

265 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

such  a  level  as  would  maximize  the  spring-owner's  profit.  He  next 
considered  two  springs  and  finally  reached  a  condition  in  which  there 
were  so  many  producers,  each  with  an  output  so  small,  that  no  one 
of  them  could  affect  the  market  price.  In  his  discussion,  Cournot 
made  it  clear  that  the  elasticity  of  demand  would  have  to  be  taken 
into  account,  and  that  the  output  of  maximum  profit  was  that  which 
maximized  the  total  of  profit  per  unit  multiplied  by  the  number  of 
units  sold. 

None  of  these  writings  aroused  much  contemporary  interest,  and 
their  significance  is  to  be  found  in  their  anticipating  the  views  of 
Jevons  and  his  successors  in  marginal  theory. 


JEVONS 


THE   THEORY   OF   UTILITY 

Jevons  set  forth  his  ideas  in  The  Theory  of  Political 
Economy  (1871).  In  the  preface  to  this  book,  Jevons  stated  his  gen- 
eral approach,  thus: 

In  this  work  I  have  attempted  to  treat  Economy  as  a  Calculus  of  Pleasure 
and  Pain.  .  .  .  The  Theory  of  Economy  thus  treated  presents  a  close  anal- 
ogy to  the  science  of  Statical  Mechanics,  and  the  Laws  of  Exchange  are 
found  to  resemble  the  Laws  of  Equilibrium  of  a  lever  ....  The  nature  of 
Wealth  and  Value  is  explained  by  the  consideration  of  indefinitely  small 
amounts  of  pleasure  and  pain,  just  as  the  Theory  of  Statics  is  made  to  rest 
upon  the  equality  of  indefinitely  small  amounts  of  energy.3 

To  Jevons,  value  depended  on  utility.  His  treatment  of  consumption, 
exchange,  and  production  is  illustrated  in  Figures  2  to  5.  Figure  24 
refers  to  the  utility  derived  by  a  person  from  consuming  successive 
units  of  food  in  twenty-four  hours.  The  step-like  nature  of  the  line 
which  represents  the  amount  of  utility  obtained  from  the  various 
increments  is  explained  by  their  relatively  large  size.  The  smaller  the 
increments,  the  more  nearly  the  line  representing  utility  becomes  a 
continuous  curve,  as  in  Figure  3,5  which  may  be  taken  to  refer  to 
utility  obtained  from  food  by  the  nation  as  a  whole. 

Figure  46  refers  to  the  exchange  of  two  goods  between  two  people. 
In  this  figure,  p  q  r  is  the  utility  curve  for  one  of  the  goods,  say  A, 

8  Theory  of  Political  Economy  (3rd  ed.;  London,  1888)  pp.  vi-vii. 
4  Ibid.,  p.  46.  6  Ibid.,  p.  49.  6  Ibid.,  p.  97. 

266 


Modern  Economics  in  the  Classical  Tradition:  (1)  the  187 O's 


123456789      10 
SUCCESSIVE  UNITS  CONSUMED 

Figure  2.    Consumption,!. 


SUCCESSIVE  UNITS  CONSUMED 

Figure  3.    Consumption,  II. 

measured  from  p;  and  p'  q  /  is  that  for  the  other  good,  B,  measured 
from  /.  An  exchange  of  a  quantity  of  A,  equal  to  b'  b,  causes  the 
person  who  possessed  it  to  lose  utility  equal  to  b'  b  e.  However,  the 
quantity  of  B,  b'  b,  which  he  gets  in  exchange,  yields  to  him  a  utility 
equal  to  b'  b  f,  which  is  greater.  It  follows  that  this  person  gains  from 
the  exchange  an  amount  equal  to  b'  b  times  e  f.  The  other  party  to 
the  exchange  gives  away  an  amount  of  a'  a  ( equal  to  b'  b )  of  good  B 
and  loses  utility  of  a'  a  c;  but  he  obtains  in  return  an  amount  of  A 
which  has  a  utility  to  him  of  a'  a  d.  He  gains  therefore  the  utility  which 
is  represented  by  af  a  multiplied  by  c  d.  If  exchanges  were  to  be  car- 


267 


SCHOOLS  AND  STREAMS  OF  ECONOMIC  THOUGHT 


Figure  4.    Exchange  of  goods. 

ried  beyond  the  point  m,  the  exchangers  would  lose.  The  possessors 
of  good  A  will  be  willing  to  exchange  A  for  B,  so  long  as  this  point  is 
not  passed,  and  the  same  is  true  of  the  possessors  of  good  B.  The  ratio 
of  exchange  finally  reached  is  such  that  both  the  last  unit  of  A  which 
is  exchanged  and  the  last  unit  of  B  each  have  a  utility  equal  to  m  q. 

Figure  57  illustrates  Jevons'  theory  of  labor.  It  is  intended  to  show 
the  manner  in  which  an  individual  balances  the  pleasure  or  utility  of 
consumption  against  the  pain  or  disutility  of  production,  and  reaches 
a  decision  as  to  how  much  it  is  worth  his  while  to  produce.  The  curve 
pq  gives  the  pleasure  obtained  from  consuming  the  produce  of  the 
labor  that  is  performed,  this  pleasure  diminishing  as  the  amount  of 
the  produce  increases.  Pleasure  is  measured  from  0  along  OY  and 
quantity  of  produce  from  0  along  OX.  The  curve  abed  represents  the 
pleasure  and  pain  of  the  labor  performed.  Above  OX,  there  is  pleas- 
ure; below  this  line,  there  is  pain.  From  0  to  b,  the  work  brings  pain 
to  the  worker;  from  b  to  c  it  gives  pleasure;  from  c  toward  X  it  gives 
pain  again.  The  worker  ceases  to  work  when  he  reaches  0  m,  be- 
cause at  that  point  the  pleasure  from  consumption  (m  q)  is  just  bal- 
anced by  the  pain  from  work  (m  d)  whereas  beyond  this  point  the 
amount  of  pain  is  in  excess. 

Jevons  developed  his  theories  algebraically  as  well  as  geometrically. 
It  is  worth  mentioning  that  his  figures  representing  exchange  and 
labor  (although  in  different  form)  were  in  principle  the  same  as 
figures  which  appeared  in  an  essay  entitled  The  Graphic  Representa- 
tion of  the  Laws  of  Supply  and  Demand,  and  their  Application  to 
Labour,  by  Fleeming  Jenkin,  published  in  1870. 

7  Ibid.,  p.  173. 
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Figure  5.    Theory  of  labor. 

Surveying  the  theories  of  Jevons  as  here  presented,  some  limitations 
are  evident.  The  theory  of  exchange  refers  only  to  the  exchange  of  a 
good  between  two  individuals  and  the  theory  of  labor  to  the  actions 
of  a  single  person.  There  is  nothing  in  the  nature  of  a  theory  of  valu- 
ation for  an  entire  society,  such  as  was  offered  by  Walras  and  is  de- 
scribed later  in  this  chapter.  Jevons  did  not  develop-  as  he  might  have 
done— a  marginal  productivity  explanation  of  interest  on  capital  as 
this  is  usually  understood.  He  recognized  what  Bohm-Bawerk  later 
was  to  call  an  "extension"  of  the  process  of  production  through  the 
use  of  more  capital  in  the  production  of  a  good,  but  he  did  not  con- 
nect the  additional  product  resulting  from  such  an  extension  with  the 
rate  of  interest. 


WAGES,    PROFITS,    AND   THE   RESIDUAL   THEORY:    JEVONS 
AND   WALKER 

A  minor  feature  of  Jevons'  writings  is  his  explanation 
of  wages.  In  a  paper  which  he  read  in  1862  (later  reprinted  in  the 
Theory  of  Political  Economy )  he  offered  a  residual  theory.  His  view  of 
wages  was  broadly  similar  to  that  suggested  by  Adam  Smith:  wages 
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were  the  residue  of  the  produce  of  labor  after  certain  deductions  had 
been  made  for  other  necessary  payments.  The  deductions  were,  ac- 
cording to  Jevons,  rent,  interest  on  capital,  profit,  insurance,  and  taxes, 
which  he  said  were  "so  many  payments  which  the  labourer  makes  for 
advantages  enjoyed."8 

To  substantiate  such  an  explanation  of  wages,  it  was  neces- 
sary to  explain  how  each  of  the  deducted  items  was  separately 
determined.  Ricardo  had  supplied  an  explanation  of  rent.  Jevons 
himself  explained  profits  as  being  partly  wages  of  superintendence 
(which  he  said  were  really  wages,  properly  speaking),  partly  in- 
surance against  risk  (which  he  said  equalized  the  results  in  the 
different  employments),  and  partly  interest  on  capital.  But  he  gave 
no  acceptable  explanation  of  how  interest  itself  was  determined, 
independently  of  wages,  and  therefore  he  left  the  wage  earner  dis- 
puting with  the  interest  receiver  for  the  residue  of  the  product. 

We  may  digress  from  Jevons  at  this  point  to  examine  some  of  the 
views  of  the  American,  Francis  Walker,  mentioned  in  Chapter  7. 
Walker's  writings  on  economics  include  a  general  treatise  entitled 
Political  Economy,  published  in  1883,  which  went  through  various 
editions  and  was  widely  used  in  the  United  States  in  the  decade 
following  its  appearance.  This  book  is  of  particular  interest  in  con- 
nection with  residual  theories,  because  in  it  Walker  treated  profit  in 
much  the  same  way  as  Ricardo  had  considered  rent.  Walker  visualized 
a  margin  of  no-profit  enterprisers,  with  businessmen  who  possessed 
greater  ability  or  energy  receiving  profit  for  their  superior  accomplish- 
ments. Despite  what  he  called  the  "magnificent  premiums  of  business 
success,"  Walker  said  that  a  large  number  of  business  positions  were 
occupied  by  men  of  little  ability,  who  received  a  compensation  "so 
meager  that,  for  purposes  of  scientific  reasoning,  we  may  treat  it  as 
constituting  no  profits  at  all."  These  men  lived  partly  by  "legitimate 
toll  upon  the  business  that  passes  through  their  hands"  (presumably 
wages  for  the  work  they  did),  at  the  expense  of  creditors  and  friends, 
and  on  inherited  capital.  "This  bare  subsistence,  obtained  through  so 
much  of  hard  work,  of  anxiety,  and  often  of  humiliation,  we  regard 
as  that  minimum  which,  in  economics,  we  can  treat  as  nil.  From  this 
point  upwards,  we  measure  profits."9 

8  Theory  of  Political  Economy   (4th  ed.;  London:  Macmillan  &  Co.  Ltd.,  1911), 

p.  314  (appendix). 

"Political  Economy  (3rd  ed.;  New  York,  1888),  p.  239. 
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Walker  obtained  a  residual  explanation  of  wages  by  a  procedure 
somewhat  similar  to  that  of  Jevons,  deducting  first  the  rent  of  land 
from  the  total  produce,  second,  "a  remuneration  for  the  use  of  capi- 
tal," and  third,  profits  as  he  computed  these.  What  remained  after 
these  three  deductions  was  wages.  The  weak  point  in  Walker's  theory 
was  the  same  as  in  that  of  Jevons,  namely,  the  rate  of  interest.  Walker 
thought  interest  had  to  be  high  enough  to  induce  people  who  have 
produced  wealth  to  save  it  rather  than  consume  it  immediately.  He 
said  that  the  interest  rate  could  be  expected  to  vary  as  between  differ- 
ent social  conditions.  But  he  offered  no  independent  determination  of 
the  interest  rate  that  can  be  regarded  as  satisfactory,  separate  from 
wages.  To  say  this  is  not  to  imply  that  a  residual  theory  of  wages 
is  entirely  unrealistic.  The  discussion  on  interest  which  appeared  later 
in  Keynes'  General  Theory  of  Employment,  Interest  and  Money, 
seemed  to  suggest  that  interest  could  be  determined  by  the  monetary 
authorities,  through  their  control  over  the  volume  of  lending  and  their 
power  to  create  money.  If  so,  the  missing  link  in  the  chain  of  reason- 
ing which  leads  to  a  residual  theory  of  wages  would  seem  to  be 
found.  The  wage  earner,  including  the  recipient  of  the  wages  of 
management,  would  appear  as  the  residuary  legatee  of  production 
and  of  economic  progress. 

JEVONS  ON  THE  PLACE  OF  GOVERNMENT 

The  State  in  Relation  to  Labour,  published  by  Jevons 
in  1882,  examined  the  place  of  government  in  the  special  field  of  labour. 
It  had  the  utilitarian  views  of  Jevons  as  its  background.  In  this  book, 
Jevons  considered  laws  limiting  hours  of  labor.  He  pointed  out  that  re- 
ducing hours  could  be  expected  to  lessen  production  and  to  make  so- 
ciety so  much  the  poorer;  but  he  justified  the  limitation  of  hours  when 
this  seemed  necessary  to  provide  for  the  education  of  children  and  to 
protect  health.  Discussing  labor  unionism,  he  criticized  what  he 
called  the  "imaginary  right  to  a  trade,"10  arguing  that  it  was  for  the 
best  good  of  society  that  everyone  should  use  his  skill  to  the  utmost 
without  being  excluded  by  the  claim  of  a  less  efficient  person  to  the 
same  job.  He  regarded  unions  as  monopolies  which  endeavored  to 
obtain  benefits  for  their  members,  even  though  these  benefits  often 
were  obtained  at  the  expense  of  consumers  or  of  other  groups  of 

10  The  State  in  Relation  to  Labour,  p.  98. 


271 


SCHOOLS     AND     STREAMS     OF     ECONOMIC     THOUGHT 

workers  who  co-operated  in  making  the  same  product.  "As  a  matter 
of  fact,"  he  commented,  "those  who  most  need  combination  to  better 
their  fortunes  are  just  those  who  are  the  least  able  to  carry  it  out."11 
Nevertheless,  Jevons  conceded  that  attempts  to  forbid  unions  had 
failed  and  said  that  recognition  of  the  unions  was  bringing  respon- 
sibility. Instead  of  engaging  in  machine  breaking,  the  workers  were 
meeting  peaceably  and  with  dignity  to  discuss  their  problems.  Jevons 
likened  professional  associations,  such  as  those  of  doctors  and  lawyers, 
to  the  labor  unions,  but  he  found  a  justification  for  professional  asso- 
ciations in  the  examinations  which  they  conducted  to  ensure  compe- 
tence. He  thought  that  governments  should  keep  watch  on  them,  how- 
ever, to  prevent  abuse  from  arising.  Concerned  with  the  possibility  of 
strikes  occurring  in  essential  industries,  Jevons  apparently  was  willing 
for  the  government  to  order  citizens  to  work  in  such  industries  if 
necessary.  Concluding  this  study,  he  said: 

We  cannot  expect  to  agree  in  our  utilitarian  estimates  .  .  .  there  is 
room  for  wide  and  bond  fide  difference  of  opinion.  We  must  consent  to 
advance  cautiously,  step  by  step,  feeling  our  way,  adopting  no  foregone 
conclusions  ....  We  must  neither  maximise  the  functions  of  government 
.  .  .  nor  minimise  them  ....  We  must  learn  to  judge  each  case  upon  its 
merits,  interpreting  with  painful  care  all  experience  which  can  be  brought 
to  bear  upon  the  matter.12 

Jevons'  own  study  of  labor,  as  outlined  in  this  section,  exemplified 
what  he  had  in  mind  by  these  comments. 

QUANTITATIVE  ANALYSIS 

A  field  in  which  Jevons  did  some  pioneer  research  is 
the  analysis  of  quantitative  data  on  prices  and  business  movements.  Of 
his  studies  in  these  fields,  Jevons  wrote:  "These  papers  are,  throughout, 
an  attempt  to  substitute  exact  inquiries,  exact  numerical  calculations, 
for  guess-work  and  groundless  argument."13 

Jevons  examined  seasonal  movements  in  business  in  a  paper  en- 
titled "On  the  Study  of  Periodic  Commercial  Fluctuations"  (1862). 
"A  Serious  Fall  in  the  Value  of  Gold  ascertained,  and  its  Social  Effects 
set  forth"  ( 1863 )  dealt  primarily  with  the  rise  which  was  then  taking 

11  Ibid.,  p.  106.  12  Ibid,  p.  166. 

13  Quoted  by  H.  S.  Foxwell  in  his  introduction  to  Jevons'  Investigations  in  Cur- 
rency and  Finance  (London,  1884),  p.  xxiv.  As  Foxwell  pointed  out,  this  state- 
ment is  reminiscent  of  Sir  William  Petty. 


272 


Modern  Economics  in  the  Classical  Tradition:  (1)  the  1870' s 

place  in  the  general  level  of  prices  and  anticipated  later  work  in  the 
economic  effects  of  price  inflation.  Concluding  this  study,  Jevons  com- 
mented that,  "in  itself  gold-digging  has  ever  seemed  to  me  almost  a 
deal  loss  of  labour  as  regards  the  world  in  general— a  wrong  against 
the  human  race,  just  such  as  is  that  of  a  Government  against  its 
people,  in  over-issuing  and  depreciating  its  own  currency."14  A  paper 
on  "The  Variation  of  Prices,  and  the  Value  of  the  Currency  since 
1782"  (1865)  studied  the  changing  purchasing  power  of  money  over 
the  period  1782-1865.  This  and  other  investigations  by  Jevons  are  of 
significance  in  connection  with  the  development  of  index  numbers. 
Articles  on  the  "Solar  Period  and  the  Price  of  Corn"  (1875),  "The 
Periodicity  of  Commercial  Crises  and  its  Physical  Explanation"  ( 1878 ) , 
and  "Commercial  Crises  and  Sun-Spots"  (1878-1879),  dealt  with  the 
general  business  cycle.  The  posthumous  Investigations  in  Currency  and 
Finance  (1884)  collected  these  and  other  papers  by  Jevons.  Further 
references  are  made  to  Jevons'  ideas,  as  expressed  in  these  papers,  in 
Chapters  13  and  15. 

Jevons  taught  philosophy  as  well  as  economics  and  made  signifi- 
cant contributions  to  that  subject.  The  Principles  of  Science:  A  Trea- 
tise on  Logic  and  Scientific  Method  (1874)  was  his  chief  work  on 
this  topic.  His  articles  and  books  were  products  of  a  keen  mind,  which 
had  benefited  considerably  from  an  early  scientific  training.  His 
Theory  of  Political  Economy  was  an  exercise  in  deductive  reasoning. 
From  the  principle  of  maximizing  utility  he  derived  his  theories  of 
consumption  and  of  labor,  giving  them  mathematical  expression.  On 
the  other  hand,  his  studies  of  business  fluctuations  and  of  the  pur- 
chasing power  of  money  were  essentially  inductive:  he  tabulated 
statistical  and  other  data  and  drew  conclusions  from  his  analysis. 
Later  economists  have  felt  that  his  mathematical  theory  of  utility 
went  too  far,  visualizing  more  logic  in  human  action  than  reality 
justified.  He  rushed  into  print  with  the  early  version  of  his  theory 
of  the  relation  of  sunspots  to  business  depressions,  although  later  he 
had  to  concede  that  it  was  based  on  inadequate  data.  It  must  be 
remembered,  however,  that  his  work  was  largely  the  product  of 
youth.  He  drowned  when  only  46,  and  much  of  his  published  work 
was  written  in  his  thirties.  In  some  respects,  his  contributions  to 
economics  were  outstanding;  it  is  understandable  that  in  other  ways 
they  lacked  maturity. 

14  Investigations  in  Currency  and  Finance,  p.  104. 
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MENGER 


GOODS 

Karl  Menger's  book,  Grundsatze  der  Volkswirthschafts- 
lehre  (translated  as  Principles  of  Economics)  appeared  in  1871,  the 
same  year  as  Jevons'  Principles  of  Political  Economy.  Menger  started 
his  book  with  the  theory  of  goods.  He  said  that  a  thing  became  a 
good  when  (1)  a  human  need  was  present,  (2)  the  thing  possessed 
qualities  which  enabled  it  to  satisfy  this  need,  (3)  there  was  human 
knowledge  of  the  existence  of  the  need-satisfying  capacity,  and  (4) 
the  thing  could  be  directed  toward  satisfying  the  need. 

Menger  classified  goods  by  "orders."  Goods  of  the  first  order  satis- 
fied human  wants  directly:  these  were  what  we  now  refer  to  as 
consumers'  goods.  Bread  is  an  example.  Goods  of  the  second  order 
were  used  in  making  goods  of  the  first  order— as,  for  example,  coal 
used  in  a  bakery.  A  good  of  the  third  order  was  one  used  to  produce 
a  good  of  the  second  order,  such  as  a  tool  or  machine  that  is  em- 
ployed to  dig  coal  which  is  itself  used  in  a  bakery.  Similarly,  there 
were  fourth  and  higher  orders  of  goods.  Evidently  goods  of  Menger's 
second  and  higher  orders  include  what  we  now  describe  as  factors 
of  production.  Menger  distinguished  between  economic  and  noneco- 
nomic  goods,  the  former  being  scarce  in  relation  to  wants  and  the 
latter  not  scarce.  The  theory  of  value  referred  to  economic  goods. 

Valuation  depended  on  utility  to  individuals;  Menger  criticized  the 
concept  of  "national  wealth."  He  conceded  that  there  were  political 
units  (government  bodies  receiving  tax  money  with  which  they  were 
expected  to  provide  specified  services),  and  also  other  associations 
which  had  command  over  goods  and  purposes  that  they  were  ex- 
pected to  achieve.  Such  organizations  employed  the  ordinary  rules 
of  economics  in  using  the  goods  at  their  disposal  to  satisfy  their 
allotted  purposes.  However,  Menger  thought  that  the  situation  of 
the  nation  as  a  whole  was  different.  The  government  in  such  a  country 
as  Austria  (in  his  time)  did  not  administer  production  and  consump- 
tion for  the  nation  as  a  whole.  The  nation  as  a  whole  consisted  of 
the  individuals  in  the  nation  pursuing  their  individual  courses  in 
allotting  goods  to  the  satisfaction  of  needs.  Menger  recognized  that 
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this  meant  that  a  good  capable  of  satisfying  the  very  urgent  and 
vital  need  of  a  poor  person  might  instead  be  used  to  satisfy  the  rela- 
tively unimportant  want  of  a  rich  man.  Menger  also  noted  that  goods 
of  the  same  kind  had  want-satisfying  power  that  varied  with  time 
and  taste.  A  stock  of  grain  destroyed  by  fire,  in  a  year  of  plenty, 
meant  a  smaller  loss  than  an  equivalent  stock  destroyed  in  a  year  of 
poor  harvests.  Tobacco  was  useful  when  one  had  a  taste  for  it,  but 
not  if  this  taste  were  lost. 

Menger  classified  land  with  other  goods.  When  used  for  direct 
consumption,  as  with  an  ornamental  garden,  it  was  a  good  of  the  first 
order;  when  utilized  for  the  production  of  other  goods,  it  assumed  a 
higher  order.  Menger  said  that  the  case  for  treating  land  differently 
from  other  goods  in  production  theory  followed  from  the  belief, 
which  had  been  held  by  the  British  classical  economists,  that  value 
depended  on  cost  of  production.  When  it  was  recognized  that  value 
resulted  from  utility,  land  fell  into  its  proper  place  in  the  theory  of 
goods. 

UTILITY   AND   VALUE 

Menger  introduced  the  principle  of  diminishing  utility 
with  such  examples  as  the  grain  and  tobacco  mentioned  in  the 
foregoing  section.  Wants  possessed  varying  intensities,  and  the  same 
good  might  be  used  to  satisfy  wants  of  different  intensities.  An  in- 
dividual could  be  considered  as  satisfying  his  wants  in  the  order  of 
their  intensity,  and  the  value  of  a  good  to  him  would  be  given  by 
the  intensity  of  the  least  intense  want  which  the  good  satisfied.  Value 
thus  was  equal  to  marginal  utility,  although  Menger  did  not  employ 
this  term. 

Exchange  depended  on  this  principle.  The  various  demanders 
established  in  their  minds  schedules  of  the  relative  intensity  of  their 
wants,  and  these  relative  intensities  determined  exchange  values  for 
the  individuals  concerned.  In  a  market,  the  buyers'  and  sellers'  limits 
were  the  governing  factors.  Given  equal  power  and  will  to  bargain, 
the  price  would  represent  a  sort  of  average  between  the  two  limits, 
with  variations  resulting  from  differences  in  bargaining.  The  value  of 
goods  of  the  second  order  resulted  from  the  anticipated  value  of 
first-order  goods  which  the  second-order  goods  might  produce;  simi- 
larly with  goods  of  the  third  and  higher  orders.  Menger  referred  to 
what  we  now  call  the  "substitutability"  and  "complementarity"  of 
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goods.  He  regarded  the  ability  of  enterprisers  to  combine  producers' 
goods  or  production  factors  (his  second  and  higher-order  goods)  in 
varying  proportions,  as  providing  flexible  demands  for  such  goods. 
This  is  what  Alfred  Marshall  later  was  to  refer  to  as  the  "principle  of 
substitution." 

Menger  studied  monopoly.  He  recognized  that  the  power  of  a 
monopolist  was  not  unlimited.  The  monopolist  could— and  often  did— 
set  his  own  price  on  a  good  but,  in  that  case,  he  had  to  be  content 
to  meet  such  demand  as  was  forthcoming  at  that  price.  Menger  vis- 
ualized a  monopolist  first  setting  a  high  price  and  then,  after  he  had 
met  the  demand  which  had  shown  itself  to  exist  at  that  price,  lowering 
his  price  by  stages,  so  as  to  maximize  his  gain.  Menger  added,  how- 
ever, that  the  monopolist  "will  market  large  quantities  of  the  monopo- 
lized good  at  lower  prices  from  the  start  if  his  economic  advantage 
so  dictates."15 

CAPITAL  AND   PROGRESS 

Menger  criticized  Adam  Smith  for  his  emphasis  on 
division  of  labor  as  the  leading  factor  in  the  economic  progress  of  so- 
ciety. Menger  himself  gave  at  least  an  equal  place  to  the  accumulation 
of  capital.  He  pointed  out  that,  if  specialization  of  labor  were  to  be 
carried  very  far,  the  provision  of  equipment  was  necessary.  Advance 
was  not  achieved  through  division  of  labor  alone;  it  came  if  "a  people 
progressively  directs  goods  of  ever  higher  orders  to  the  satisfaction  of 
its  needs,  and  especially  if  each  step  in  this  direction  is  accompanied 
by  an  appropriate  division  of  labour."16  That  is  to  say,  more  and  more 
capital  was  required,  as  is  now  widely  appreciated.  As  we  have  seen, 
Smith  did  not  neglect  accumulation  of  capital  as  a  factor  in  eco- 
nomic progress  to  the  extent  that  Menger  seemed  to  think,  although 
it  must  be  conceded  that  Smith  did  not  link  the  two  factors  of  labor 
specialization  and  capital  accumulation  so  closely  together  as  he 
might. 

These  views  of  Menger,  as  developed  by  his  followers  and  others, 
are  for  the  most  part  recognizable  as  ingredients  in  the  modern  theory 
of  economics. 

15  Principles  of  Economics,  trans,  and  ed.  J.  Dingwall  and  B.  F.  Hoselitz  (Glencoe, 
111.:  The  Free  Press,  1950),  p.  212. 

16  Ibid.,  p.  73. 
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WALRAS 

Leon  Walras  published  his  ideas  in  Elements  d' econ- 
omic politique  pure  ("Elements  of  Pure  Economics"),  which  appeared 
in  two  parts,  issued  in  1874  and  1877,  respectively.  The  first  portion 
dealt  with  exchange  and  the  second  with  production.  Jevons  and 
Menger  had  examined  economic  equilibrium  in  specific  sections  of 
the  society;  for  example,  the  manner  in  which  an  individual  decided 
how  much  labor  he  would  perform  ( Jevons )  or  determined  how  much 
of  a  particular  good  he  would  consume  (Jevons  and  Menger).  Neither 
of  these  economists  had  attempted  to  present  an  over-all  view  of  the 
economy  in  any  precise  terms.  This  is  what  Walras  did:  he  offered 
a  theory  of  equilibrium  for  the  economy  as  a  whole. 

GENERAL   EQUILIBRIUM 

The  system  of  equilibrium  developed  by  Walras  was 
couched  largely  in  algebraic  form.  Jevons  had  used  both  plane  geo- 
metry and  algebra  because  either  would  serve  his  purpose.  Plane 
geometry  is  adequate  to  represent  relationships  between  two  changing 
quantities  or  variables,  such  as  the  amounts  of  a  particular  good 
which  are  consumed  and  the  quantities  of  utility  derived  from  con- 
suming it,  the  amounts  of  work  done  and  of  utility  derived  from  the 
work,  or  the  quantities  of  a  good  sold  and  a  range  of  prices  of  the 
same  good.  Jevons  could  compare  in  a  plane  geometrical  figure  the 
quantities  of  labor  performed,  the  quantities  of  goods  produced  as 
a  result  of  this  labor,  and  the  amounts  of  utility  obtained  from  the 
goods  and  labor,  only  because  he  assumed  that  labor  was  uniform 
and  that  each  unit  of  labor  produced  a  specified  quantity  of  goods. 
If  he  had  wanted  to  take  account  of  changes  in  the  relative  amounts  of 
two  types  of  labor  instead  of  one  type,  or  of  labor  and  capital  instead 
of  labor  alone,  he  could  have  used  solid  geometry  or  algebra  but  not 
plane  geometry.  For  the  mathematical  representation  of  the  relation- 
ships between  more  variables  than  three,  solid  geometry  becomes 
valueless  and  algebra  is  essential.  Walras*  plan  of  representing  equi- 
librium in  the  entire  economy  involved  so  many  variables  that  only 
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algebra  was  available  to  him  in  this  part  of  his  work,  although  he 
used  plane  geometry  where  he  considered  it  to  be  useful  and  ap- 
propriate. 

The  core  of  Walras'  system  was  certain  sets  of  algebraic  equations 
which  can  be  explained  here."  First,  there  was  a  set  which  included 
one  equation  for  each  consumers'  good  produced  and  consumed  in 
the  economy.  The  equation  for  the  good  showed  the  relationship  be- 
tween the  quantity  of  the  good  produced  and  consumed,  and  all  the 
prices  in  the  economy  (that  is  to  say,  the  prices  of  the  services  of 
the  production  factors  and  those  of  the  consumers'  goods).18 

17  Walras'  own  presentation  may  be  examined  in  his  Elements  of  Pure  Economics, 
trans.  William  Jaffe  (Homewood,  111.:  Richard  D.  Irwin,  Inc.,  for  the  American 
Economic  Association,  1954),  pp.  237-254   (lessons  20  and  21). 

18  This  set  of  equations,  altered  for  the  purpose  of  exposition  here,  may  be  taken 
as  follows: 

(1)  ft6  =  Fb    {p'm,  p\,  p'„,  .   .   .    ;    pb,  Pc,  p,i,  .   .   .) 

(2)  ttc   =   Fc     (p'm,    p'n,    Po,    .     .     .     ;     Pb,    Pc,    Pd,    .    .     .) 

(3)  nd  =  Fd   (p'm,  p'n,  p'o,  .   .   .   ;    Vu,  Pc,  pa,  .   .   .) 


Equation  ( 1 )  refers  to  the  consumers'  good,  b;  and  ^«  is  the  number  of  units  of  b 

which  are  produced  and  consumed  in  the  economy. 

p'm  refers  to  the  cost  or  price  of  the  service  of  the  production  factor,  m;  p'n  and 

p'o  refer  to  the  costs  or  prices  of  the  services  of  the  production  factors,  n  and  o; 

and  .  .   .  refer  to  the  costs  or  prices  of  other  production  factor  services  not 

specified. 

Pb  refers  to  the  price  of  the  consumers'  good,  b;  pc  and  pa  refer  to  the  prices  of 

the  consumers'  goods,  c  and  d;  and  .  .  .  refer  to  the  prices  of  other  consumers' 

goods  not  specified. 

Fb  refers  to  the  function  or  relationship,  between  the  number  of  units  of  b 

which  are   produced  and   consumed  in  the  economy,   and   the   prices   of   the 

various  production  factors  and  consumers'  goods. 
Equation  (2)  refers  similarly  to  the  amount  of  the  consumers'  good,  c,  which  is 

produced  and  consumed. 
Equation  (3)  refers  similarly  to  consumers'  good,  d. 

•  refer  to  the  remaining  consumers'  goods. 

Taking  this  set  of  equations  as  a  whole,  they  show  how  the  quantities  of  all  the 
goods  produced  and  consumed  in  the  economy  are  related  to  all  prices  in  the 
economy.  Looking  at  the  consumption  of  a  particular  good,  represented  by  one  of 
the  equations,  we  can  see  that  the  quantity  of  the  good  which  is  consumed 
will  be  influenced,  not  only  by  the  price  of  the  good  itself,  but  also  by  the  prices 
of  substitute  and  complementary  goods.  We  can  consider  that,  to  a  greater  or 
less  extent,  the  amount  of  the  good  consumed  will  be  affected  by  the  prices  of 
all  the  goods,  although  with  many  of  them  the  effect  will  be  so  small  as  to  be 
negligible.  With  respect  to  the  prices  of  the  services  of  production  factors,  it  has 
to  be  remembered  that  in  a  private  enterprise  economy,  payments  received  for  such 
services  compose  the  incomes  of  the  consumers  of  the  economy,  and  therefore 
these  also  influence  the  demands  of  the  consumers'  goods.  In  equilibrium  in  the 
economy,  the  amounts  of  goods  consumed  will  be  equal.  Hence,  in  equilibrium, 
Mb,  ttc>  firf,  .  .  .  will  represent  both  quantities  demanded  and  quantities  supplied. 
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Second,  there  was  a  set  of  equations  which  showed  the  allocation 
of  the  services  of  the  economy's  production  factors  between  the  vari- 
ous consumers'  goods.  For  each  factor  of  production,  there  was  in- 
cluded an  equation  which  showed  the  total  supply  of  the  production 
factor  being  divided  between  the  various  uses  that  it  had  in  pro- 
ducing consumers'  goods.19 

Thirdly,  there  was  a  set  of  equations  which  gave  the  composition 
of  the  costs  of  the  various  consumers'  goods,  in  terms  of  quantities 
and  prices  of  the  services  of  the  production  factors  used  in  manu- 
facturing them.  An  equation  for  each  consumers'  good  showed  how  its 
cost  was  made  up,  the  quantity  of  each  production  factor  service 
being  multiplied  by  the  price  of  that  particular  factor  service.20 


19  These  equations  may  be  taken  thus : 

(4)  Am  =  bA  +  cA  -f  dA  +  .  . 

(5)  A„   =    bu^b    +   C»fic    +   dn^d    +    .     .     . 

(6)  A0  =  bonb  +  Cottc   +  do^a  +   .  . 


In  equation  (4),  Am  is  the  total  quantity  of  the  services  of  the  production  factor, 
m,  which  is  available  in  the  economy  for  the  production  of  the  various  con- 
sumers' goods;  bm  is  the  amount  of  m  which  is  used  to  manufacture  a  unit  of  the 
consumers'  good,  b;  ^&  is  the  number  of  units  of  b  that  are  produced  and  con- 
sumed; hence,  b,A  is  the  total  quantity  of  m  which  is  used  in  making  the  total 
supply  of  the  consumers'  good,  b. 

Cm^c  similarly  is  the  total  quantity  of  m  which  is  used  to  make  the  total  supply 
of  the  consumers'  good,  c;  dm^a  is  the  total  quantity  of  m  which  is  used  to 
make  the  total  supply  of  consumers'  good,  d;  and  .  .  .  refer  to  the  quantities  of 
m  used  in  making  other  consumers'  goods  not  specified. 

Equation  (5)  refers  to  the  division  of  the  total  supply  of  the  services  of  the 
production  factor,  n,  similarly;  and  equation  (6)  refers  to  the  division  of  the 
total  supply  of  the  services  of  the  production  factor,  o. 

'  refer  to  the  services  of  production  factors,  other  than  m,  n,  and  o. 
20  This  set  of  equations  may  be  taken  as : 

(7)  p'b    =    bmp'm    +   bnP'n   +   bop'o    +   .     .     . 

(8)  P'c    =    Cmp'm    +   CnP'n   +   C0p'o    +    .     .     . 

(9)  p'd   =    dmp'm    +   dnP'n    +    dop  o    +    .     .     . 


In  equation  (7),  bm  is  the  amount  of  the  service  of  production  factor,  m,  which 
is  used  to  make  a  unit  of  consumers'  good,  b;  p'm  is  the  price  of  the  service  of 
production  factor,  m;  hence,  bmp'm  is  the  cost  of  the  m  used  in  manufacturing 
a  unit  of  b. 

bnp'n  similarly  is  the  cost  of  the  services  of  the  production  factor,  n,  used  in 
making  a  unit  of  the  consumers'  good,  b;  b0p0  is  the  cost  of  the  services  of  the 
production  factor,  o,  used  in  manufacturing  a  unit  of  the  consumers'  good,  b; 
and  .  .  .  refer  to  the  costs  of  the  services  of  other  production  factors  used  in 
manufacturing  a  unit  of  b.  Hence,  p\  is  the  total  cost  of  manufacturing  a  unit 
of  the  consumers'  good  b.  (Continued  on  page  280.) 
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For  completeness,  a  fourth  set  of  equations  has  to  be  added, 
indicating  that  in  equilibrium  the  cost  of  a  unit  of  each  consumers' 
good  is  equal  to  its  selling  price.21 

Walras  regarded  his  equations  as  being  resolvable,  supposing  that 
the  relevant  data  were  available.  The  three  sets  which  are  described 
here  contain  three  determining  elements,  (1)  consumer  tastes  or 
preferences  between  the  various  finished  goods,22  (2)  available  sup- 
plies of  the  services  of  production  factors  or  resources  in  the  econ- 
omy,23 and  (3)  production  techniques  existing  at  the  time.24  There 
are  three  elements  to  be  determined,  (4)  the  prices  of  the  finished 
goods,25  (5)  the  prices  of  the  production  factors,26  and  (6)  the  quan- 
tities of  finished  goods  to  be  produced  and  consumed.27 

In  addition  to  the  equations  which  are  explained  here,  Walras 
developed  other  equations  and  graphs  to  elucidate  various  parts  of 
the  economic  system.  Everywhere  (as  his  theory  was  stated  in  its 
later  versions)  he  saw  equilibrium  existing  when  what  he  called 
r aretes  (r arete  was  marginal  utility  in  his  system)  were  equal  in 
proportion  to  the  corresponding  prices.  This  theory  applied  over  time, 
as  well  as  at  a  particular  time.  The  ratios  of  the  utilities  which  were 
obtained  by  consumers  by  the  use  of  capital  goods  ( indirectly,  through 
the  consumers'  goods  which  they  produced)  were  equal  to  the  ratios 
of  the  prices  of  these  capital  goods. 


Equation  (8)  refers  to  the  cost  of  a  unit  of  the  consumers'  good,  c,  similarly; 
equation  ( 9 )  refers  to  the  cost  of  a  unit  of  the  consumers'  good,  d. 

•  refer  to  the  costs  of  a  unit  each  of  the  other  consumers'  goods. 


21  This  set  may  be  given  thus 
p\  =  Pb 

V'c  =  Pc 

p'd  =  Pa 


These  refer  to  the  consumers'  goods,  h,  c,  and  d,  and  to  other  such  goods  not 
specified. 

22  These  give  the  F's  in  the  first  set  of  equations. 

23  The  A's  in  the  second  set  of  equations. 

24  These  determine  the  hm,  bn>  b0,  etc.,  or  the  quantities  of  each  production  factor 
which  are  required  to  make  units  of  the  finished  goods. 

26  Pb,  Pc,  Pd,  etc. 

26Pm,    P'n,   p'o,    etC. 

27  n6,  nc,  na,  etc. 
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ASSUMPTIONS   AND   LIMITATIONS 

Walras  did  not  ignore  monopoly  but,  as  his  system 
was  developed,  it  assumed  the  mobility  which  is  an  attribute  of 
what  we  now  call  perfect  competition.  The  system  was  in  equilibrium 
with  the  factors  of  production  fully  employed.  Demands  were  equal 
to  supplies.  The  business  enterprisers  were  organizers  only,  not  in- 
novators. There  were  innumerable  enterprisers  who  accepted  as  their 
function  the  allocation  of  the  economy's  resources  so  as  to  afford 
maximum  satisfaction  of  the  independently-determined  wants  of  the 
consumers  in  the  economy.  It  was  the  businessmen's  desire  for  profit 
which  caused  them  to  accept  this  function.  Consumers'  sovereignty 
thus  prevailed.  The  firms  in  the  economy  were  all  of  optimum  size, 
granted  their  production  conditions:  otherwise  equilibrium  would  not 
exist. 

Later  writers  have  shown  that  the  particular  equations  which 
Walras  gave  were  theoretically  resolvable  only  under  certain  condi- 
tions. Some  critics  have  said  that,  to  be  resolvable,  the  equations 
would  have  to  be  "linear"  in  nature.  For  example,  in  shoe  manufacture 
every  pair  of  shoes  produced  must  be  assumed  to  require  a  fixed 
quantity  of  labor,  increasing  or  diminishing  returns  being  excluded. 
Certainly,  such  an  assumption  would  facilitate  computation,  but  it 
cannot  be  regarded  as  inherent  in  the  system.  In  any  event,  the  reso- 
lution of  Walras'  equations  was  impracticable  when  he  developed 
them.  Neither  suitable  statistical  data  nor  modern  methods  of  compu- 
tation were  available.  Recent  studies  in  the  direction  of  solving  his 
system  receive  attention  in  Chapter  14. 
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CHAPTER   13 


MODERN  ECONOMICS 

IN  THE 

CLASSICAL  TRADITION 

(2)  THE  SECOND 

GENERATION 


In  theoretical  essentials,  there  was  a  close  similarity 
between  the  work  of  Jevons,  of  Menger,  and  of  Walras,  despite  rather 
wide  differences  in  the  approaches  which  they  took  in  developing 
their  views.  It  might  be  expected,  therefore,  that  those  economists  of 
the  following  generation  who  accepted  the  basic  theories  of  these 
three  men  would  assimilate  their  methodology  into  an  integrated 
whole. 

Some  integration  took  place.  Mention  may  be  made  of  the  writings 
of  Francis  Ysidro  Edgeworth  (1845-1926),  professor  at  Oxford  Uni- 
versity; (Johan  Gustav)  Knut  Wicksell  (1851-1926),  who  was  for  some 
years  professor  at  the  University  of  Lund,  Sweden;  Philip  Henry 
Wicksteed  (1844-1927),  an  English  clergyman  who  was  interested 
in  economics;  and  especially  Vilfredo  Pareto  (1848-1923),  who,  like 
Walras,  taught  at  Lausanne,  Switzerland. 

Edgeworth  published  the  results  of  his  studies  in  a  small  book, 
Mathematical  Psychics:  An  Essay  on  the  Application  of  Mathematics 
to  the  Moral  Sciences  (1881),  and  in  a  number  of  articles  in  pro- 
fessional periodicals.  It  is  of  interest  that  Pareto  acknowledged  his 
indebtedness  to  Edgeworth  for  the  idea  of  indifference  curves.  Wick- 
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sell's  theories  were  set  forth  in  Vber  Wert,  Kapital  und  Rente  nach 
den  neueren  nationalokonomischen  Theorien  ("Value,  Capital  and 
Rent,  According  to  the  Newer  Theories  of  Political  Economy,"  1893; 
translated  as  Value,  Capital  and  Rent,  1954),  in  Geldzins  und  Guter- 
preise;  Eine  Studie  iiber  die  den  Tauschwert  des  Geldes  bestimmen- 
den  ursachen  ("Interest  and  Prices;  A  Study  of  the  Causes  which  De- 
termine the  Exchange  Value  of  Money,"  1898;  translated  as  Interest 
and  Prices,  1936 ) ,  and  in  his  lectures,  Part  1  of  which  were  published 
in  Swedish  in  1901  and  Part  2  in  1906.  The  lectures  were  translated 
into  English  as  Lectures  on  Political  Economy  ( published  1934-1935 ) . 
Wicksell  made  an  important  contribution  to  the  theory  of  interest, 
prices,  and  employment,  which  is  discussed  in  Chapter  15  of  this 
book.  Wicksteed  wrote  An  Essay  on  the  Co-ordination  of  the  Laws  of 
Distribution  (1894),  which  treated  its  subject  matter  in  a  mathe- 
matical manner.  His  book,  The  Commonsense  of  Political  Economy 
(1910),  is  of  interest  for  the  length  to  which  it  carried  the  idea  of 
balancing  satisfactions  on  the  margin,  bringing  into  consideration  not 
only  economic  satisfactions  but  noneconomic  utilities  as  well.  Pareto's 
main  economic  writings  were  his  Cours  d'economie  politique  ( "Course 
in  Political  Economy,"  1896-1897)  and  Manuale  di  economia  politica 
("Manual  of  Political  Economy,"  1906). 

Of  the  writings  noted  here,  only  Pareto's  work  is  treated  in  any 
detail  in  the  present  chapter.  The  other  economists  whose  studies 
receive  attention  in  this  chapter  did  some  integration:  Marshall's 
teaching  can  be  considered  to  incorporate  both  the  approach  taken 
by  Jevons  and  that  of  Menger,  for  instance.  However,  it  is  only  in 
such  writings  as  Edge  worth's  Mathematical  Psychics,  Wicksteed's  Co- 
ordination of  the  Laws  of  Distribution,  parts  of  Wicksell's  lectures, 
and  particularly  in  Pareto's  works,  that  there  is  much  in  the  way  of 
formal  synthesis  of  the  theory  of  individual  markets  offered  by  Jevons 
and  Menger  and  the  general  equilibrium  system  developed  by  Walras. 
The  contributions  of  some  of  the  leading  neoclassical  economists, 
from  about  1890,  will  now  be  examined. 


MARSHALL 

More  than  any  other  writer  of  his  generation,  Alfred 
Marshall  (1842-1924),  who  taught  at  Cambridge  University,  developed 
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a  body  of  doctrine  and  procedure  which  served  as  the  basis  for  the 
study  of  economics  in  the  English-speaking  countries  in  the  two  dec- 
ades prior  to  World  War  I.  Moreover,  Marshall's  influence  persisted 
well  after  this  period.  His  Principles  of  Economics  appeared  in  1890 
and  passed  through  a  number  of  editions.  His  Industry  and  Trade  was 
published  in  1919  and  Money,  Credit  and  Commerce  in  1923.  Marshall 
was  much  influenced  by  John  Stuart  Mill's  work  and  he  credited  that 
of  Cournot  with  having  helped  to  form  his  ideas.  In  his  Principles  of 
Economics,  Marshall  expounded  his  notion  of  continuing  adjustment. 
Equilibrium  was  shown  as  something  which  constantly  was  being 
sought,  but  never  attained,  because  new  factors  were  always  intruding 
to  change  the  direction  of  the  adjustment  process. 

PRODUCTION   PERIODS   IN   RELATION   TO   VALUES 

Book  5  of  the  Principles  of  Economics,  entitled  by  its 
author  "General  Relations  of  Demand,  Supply,  and  Value,"  includes 
Marshall's  main  contributions  to  the  theory  of  value.  For  purposes 
of  exposition,  he  identified  three  time-periods  with  respect  to  pro- 
duction. First,  there  was  a  period  which  was  too  short  for  production 
to  take  place.  In  this  period,  Marshall  said,  a  temporary  equilibrium 
was  reached  in  the  market.  Allowing  for  such  factors  as  storage  and 
withdrawals  from  storage,  and  the  desire  of  sellers  to  avoid  "spoiling 
the  market"  by  making  sales  at  prices  lower  than  they  could  afford  to 
accept  over  a  longer  period,  the  price  of  a  good  in  this  short  period 
would  be  that  at  which  the  existing  supply  could  find  buyers. 

The  second  period  was  one  which  Marshall  referred  to  as  the  short- 
period  normal.  It  was  a  period  long  enough  for  production  to  take 
place  with  the  aid  of  existing  skill,  equipment,  and  organization,  but 
insufficiently  long  for  the  supply  of  these  facilities  to  be  altered: 

^jThe  supply  of  specialized  skill  and  ability,  of  suitable  machinery  and  other 
material  capital,  and  of  the  appropriate  industrial  organization  has  not  time 
to  be  fully  adapted  to  demand;  but  the  producers  have  to  adjust  their  sup- 
ply to  the  demand  as  best  they  can  with  the  appliances  already  at  their 
disposal.  On  the  one  hand  there  is  not  time  materially  to  increase  those 
appliances  if  the  supply  of  them  is  deficient;  and  on  the  other,  if  the  supply 
is  excessive,  some  of  them  must  remain  imperfectly  employed,  since  there 
is  not  time  for  the  supply  to  be  much  reduced  by  gradual  decay,  and  by 
\conversion  to  other  uses.1 

Principles  of  Economics  (8th  ed.;  London  and  New  York:  Macmillan  &  Co.  and 
The  Macmillan  Co.,  1920),  p.  376. 
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Marshall  went  on  to  say  that,  in  this  period,  the  income  of  the  enter- 
priser was  "a  surplus  of  total  receipts  over  prime  cost,"  "that  is,  it 
has  something  of  the  nature  of  a  rent."  Prime  cost,  which  he  also 
called  "special"  and  "direct"  cost,  included  the  expenses  which  varied 
in  the  production  period  under  consideration,  such  as  ordinary  labor 
and  materials.  Marshall  used  the  term  "supplementary  cost"  for  cost 
elements  which  did  not  vary  in  this  period,  such  as  the  cost  of  long- 
lasting  equipment.  Nowadays,  the  terms  "variable  cost"  and  "fixed 
cost"  are  widely  employed  to  designate  these  two  categories. 

The  third  period  was  the  long-period  normal,  sufficiently  lengthy 
for  all  production  factors,  aside  from  land,  to  be  altered  in  supply. 
In  this  period,  all  costs  other  than  the  rent  of  land  became  variable. 

Marshall  spoke  of  the  short-period  normal  as  being  "a  few  months 
or  a  year,"  and  the  long-period  normal  as  being  "several  years";  but 
he  said  that  there  was  "no  hard  and  sharp  line  of  division"  between 
the  two  periods.  Surveying  the  whole,  from  the  standpoint  of  factors 
influencing  value,  he  commented: 

...  we  may  conclude  that,  as  a  general  rule, jhe_sjKirj£rjhe_Deriad_wHGh 
we  are.  considering,  the  greater  must  be  the  share  of  our  attention  which 
is  given  to  the  influence  of  demand  on  value;  and  the  longer  the  period,  the 
more  important-will  be  the  influence-e^-cost-pf  productionj^yaluje.2 

Aside  from  the  time  element,  he  refused  to  assign  priority  to  either 
demand  or  supply: 

We  might  as  reasonably  dispute  whether  it  is  the  upper  or  the  under 
blade  of  a  pair  of  scissors  that  cuts  a  piece  of  paper,  as  whether  value  is 
governed  by  utility  or  cost  of  production.  It  is  true  that  when  one  blade  is 
held  still,  and  the  cutting  is  effected  by  moving  the  other,  we  may  say 
with  careless  brevity  that  the  cutting  is  done  by  the  second;  but  the  state- 
ment is  not  strictly  accurate,  and  is  to  be  excused  only  so  long  as  it  claims 
to  be  merely  a  popular  and  not  a  strictly  scientific  account  of  what  happens.3 

The  reference  to  a  dispute  as  to  whether  value  was  determined  by 
utility  or  by  cost  of  production  appears  to  be  related  to  the  situation 
that  existed  in  Britain  in  the  1870's  and  1880's.  Students  of  economics  f\ 
had  before  them  the  writings  on  value  of  John  Stuart  Mill,  which 
emphasized  cost  of  production,  and  those  of  Jevons  and  Menger, 
which  emphasized  utility.  Marshall,  however,  used  another  simile: 
he  spoke  of  a  number  of  balls  "resting  against  one  another  in  a  basin."4 
Here,  we  have  recognition  of  the  possibility  that  there  may  be  more 
than  two  elements  affecting  value  (the  demand  for  a  good  and  the 

2  Ibid.,  p.  349.  3  Ibid.,  p.  348.  *  Ibid.,  p.  323. 
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supply  of  the  same  good).  The  balls-in-a-basin  illustration  might  well 
have  been  employed  by  Leon  Walras  with  regard  to  his  own  system. 
Another  simile  used  by  Marshall  to  elucidate  his  theory  of  value 
was  that  of  a  shower  of  meteoric  stones,  harder  than  diamonds  and 
therefore  in  demand  for  cutting  purposes.  First,  he  assumed  that  the 
stones  fell  in  limited  number  and  were  all  picked  up,  but  were 
not  subject  to  wear  and  tear  and  therefore  lasted  indefinitely.  The 
value  of  the  stones  would  depend  on  the  urgency  of  the  uses  to  which 
they  were  put.  The  more  stones  available,  the  smaller  the  return  ob- 
tained from  the  marginal  stones.  If  the  stones  could  be  replaced  in 
their  uses  by  other  material,  such  as  hard  steel,  then  the  cost  of  pro- 
ducing this  other  material  would  set  a  limit  on  the  value  of  the 
stones;  otherwise  the  value  would  not  be  related  to  production  cost. 
In  the  next  condition,  the  shower  of  stones  was  so  widely  scattered 
that  the  stones  were  not  all  gathered  at  once  and  additional  stones 
could  be  found  by  searching  for  them.  How  far  such  searching  would 
be  carried  would  depend  on  the  value  of  the  stones  in  use:  search 
would  be  carried  to  the  point  or  margin  at  which  the  gain  from  using 
the  stones  would  be  balanced  by  the  cost  of  finding  them.  Lastly, 
Marshall  supposed  that  the  stones  wore  out  in  use  but  were  available 
in  unlimited  number  at  constant  cost.  This  cost,  unaffected  by  demand, 
would  set  the  value.6 


THE   REPRESENTATIVE   FIRM 

In  discussing  production,  Marshall  used  the  concept 
of  a  "representative  firm."  He  looked  upon  the  business  enterprise  as 
possessing  a  life:  it  grew  and  declined.  In  a  competitive  field,  there 
were  a  number  of  such  enterprises.  Some  were  new  and  growing, 
others  were  old  and  declining;  some  were  small,  others  large;  some 
were  very  successful,  whereas  others  barely  managed  to  survive.  The 
representative  firm  was  one  which  could  be  taken  as  typical  for  pur- 
poses of  study.  It  was  "one  which  has  had  a  fairly  long  life,  and  fair 
success,  which  is  managed  with  normal  ability,  and  which  has  had 
normal  access  to  the  economies  external  and  internal,  which  belong 
to  that  aggregate  volume  of  production;  account  being  taken  of  the 
class  of  goods  produced,  the  conditions  of  marketing  them  and  the 
economic  environment  generally."6 

"External"  and  "internal"  economies  require  definition.  These  terms 
referred  to  benefits  resulting  from  increased  scale  of  operation.  Ex- 
5  Ibid.,  pp.  415-418.  6  Ibid.,  p.  317. 
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ternal  economies  were  those  resulting  from  "the  general  development 
of  the  industry."  Thus,  if  an  industry  were  to  expand  its  output  con- 
siderably, specialized  suppliers  would  appear,  with  the  result  that  its 
raw  materials  would  become  cheaper  or  better  in  quality.  Internal 
economies  were  those  "dependent  on  the  resources  of  the  individual 
houses  of  business"  engaged  in  the  industry  concerned;  for  example,  a 
bigger  plant-output  might  justify  production-line  assembly,  thus  econ- 
omizing manufacturing  cost. 

Marshall's  use  of  the  concept  of  a  diversity  of  firms  may  be  illus- 
trated by  considering  conditions  of  unusually  high  price  for  the  prod- 
uct. The  growing  firms  advance  more  quickly,  the  declining  ones 
recede  less  rapidly.  The  idea  of  an  evolving  firm  was  a  useful  addi- 
tion to  the  static  treatment  of  differences  between  firms  found  in  the 
writings  of  Ricardo  and  many  of  his  successors. 

THE   LAWS    OF   RETURNS 

Marshall  gave  considerable  attention  to  diminishing 
and  increasing  returns.  He  stated  "a  law  of  or  statement  of  tendency 
to  diminishing  returns,"  as  follows: 

An  increase  in  the  capital  and  labour  applied  in  the  cultivation  of  land 
causes  in  general  a  less  than  proportionate  increase  in  the  amount  of  pro- 
duce raised,  unless  it  happens  to  coincide  with  an  improvement  in  the  arts 
of  agriculture.7 

A  "law  of  increasing  return"  was  defined  thus: 

An  increase  of  labour  and  capital  leads  generally  to  improved  organiza- 
tion, which  increases  the  efficiency  of  the  work  of  labour  and  capital.8 

These  two  laws  or  tendencies  were  seen  by  Marshall  as  being  opposed 
to  each  other:  "the  two  tendencies  towards  increasing  and  diminish- 
ing return  press  constantly  against  one  another."  Using  wheat  or  wool 
as  an  example,  he  said  that  the  tendency  toward  diminishing  return 
would  predominate  in  an  old  country  which  could  not  import  freely. 
In  such  a  country,  an  increase  in  the  scale  of  turning  wheat  into  flour 
or  wool  into  blankets  would  bring  new  economies,  but  not  many. 
However,  in  a  country  in  which  blanket  manufacture  was  little  de- 
veloped, an  increased  scale  of  operation  might  be  expected  to  yield 
greater  economies.  In  "most  of  the  more  delicate  branches  of  manu- 
facturing," the  law  of  increasing  return  operated  "almost  unopposed," 
according  to  Marshall,  because  of  the  relatively  small  cost  of  raw 
material.9 

'Ibid.,  p.  150.  *Ibid.,  p.  318.  9 Ibid.,  p.  319. 
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It  will  be  noticed  that  Marshall  stated  his  position  on  this  subject 
more  carefully  than  Malthus  and  Senior  had  done.  Nevertheless,  the 
general  impression  which  he  gave  his  readers  was  much  the  same: 
agriculture  operated  under  conditions  of  diminishing  returns,  manu- 
facture under  those  of  increasing  returns.  In  looking  at  agriculture, 
however,  Marshall  was  viewing  the  entire  agricultural  industry  and 
asking  what  the  effect  on  production  costs  would  be  if  the  nation— 
or  the  world— required  more  food  or  raw  materials.  He  was  not  in- 
quiring what  the  effect  on  farming  costs  would  be  if  the  size  of  the 
farm  were  increased.  In  looking  at  manufacturing  industry,  the  ques- 
tion that  seemed  most  often  to  come  to  the  fore  was  that  of  the  effect 
on  costs  of  a  larger  volume  of  business  for  the  plant  or  the  firm.  The 
question  concerning  manufacture  therefore  was  not  parallel  with  that 
which  he  posed  for  agriculture.  It  was  left  to  another  Cambridge 
professor,  Sir  John  (Harold)  Clapham  (1873-1946),  to  clarify  the 
matter  in  an  article  entitled  "Of  Empty  Economic  Boxes,"  which  was 
published  in  1922.10 

Clapham  likened  diminishing  returns,  increasing  returns,  and  con- 
stant returns  to  "boxes"  into  which  such  economists  as  Marshall  had 
put  particular  industries.  Thus,  agriculture  had  been  put  in  the  box 
labeled  "diminishing  returns."  Clapham  criticized  this  procedure  by 
pointing  out  that  diminishing  returns,  increasing  returns,  and  con- 
stant returns  represented  conditions  into  which  production  fell  in 
given  circumstances.  For  example,  Clapham  said  that  it  might  well 
be  that  coal  was  being  produced  at  the  time  under  conditions  of 
diminishing  returns  in  Britain,  but  probably  the  opposite  was  true 
of  coal  produced  in  the  Transvaal  and  the  United  States.  The  entire 
world  was  becoming  a  market  for  coal;  it  would  require  an  investi- 
gation not  as  yet  undertaken  to  determine  into  which  "box"  the  coal 
industry  as  a  whole  should  be  placed. 

DEMAND   AND   MARKET   EQUILIBRIUM 

In  discussing  demand,  Marshall  developed  the  con- 
cept of  consumers'  surplus.  This  represented  the  additional  utility  that 
the  consumer  obtained  from  all  units  of  a  good  above  the  utility  from 
the  marginal  unit  which  was  barely  equal  to  the  utility  he  would 

10  Economic  Journal  (London),  XXXII,  305-314.  Reprinted  in  Readings  in  Price 
Theory  (Homewood,  111.:  Richard  D.  Irwin,  Inc.,  for  the  American  Economic 
Association,  1952),  pp.  119-130. 
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have  received  if  the  money  spent  on  this  unit  had  been  expended  on 
other  goods.  Marshall  employed  this  concept  in  his  treatment  of 
business  and  government  policy.  Because  of  the  difficulties  of  measure- 
ment, little  use  of  it  was  made  by  economists  for  a  number  of  years 
after  Marshall  wrote.  More  recently,  interest  has  been  expressed  again 
in  the  concept  of  consumers'  surplus.11 

Marshall's  treatment  of  price  rested  more  on  market  behavior  than 
on  the  balancing  of  utilities.  He  saw  demand  as  a  schedule  whose 
form  depended  on  elasticity.  He  spoke  of  "demand  price"  in  this 
connection.  Supply  also  was  a  schedule,  and  here  "supply  price"  ap- 
peared. The  supply  schedule  had  a  form  which  varied  over  time,  ac- 
cording to  conditions  of  production.  This  view  of  a  supply  schedule 
can  be  compared  with  that  of  Bohm-Bawerk's  horse-market  example, 
mentioned  later  in  this  chapter.  Marshall's  schedule  visualized  supply 
as  depending  on  production;  Bohm-Bawerk's  in  this  example  referred 
more  to  alternative  uses. 

Marshall's  value  theory  has  been  called  a  theory  of  partial  equi- 
librium, as  distinct  from  the  theory  of  general  equilibrium  which  was 
presented  by  Walras.  Broadly  speaking,  this  is  true.  Usually,  when 
Marshall  spoke  of  a  market,  a  demand,  or  a  supply,  he  had  in  mind 
the  market  for  a  particular  consumers'  good  or  production  factor.  His 
demand  schedule  reflected  a  functional  relationship  between  the  price 
of  the  good  or  the  factor  itself,  and  the  quantity  taken  by  consumers. 
The  supply  schedule  reflected  a  functional  relationship  between  the 
price  of  the  good  or  the  production  factor,  and  the  quantity  offered 
for  sale.  This  is  not  to  say  that  Marshall  ignored  the  interrelationships 
which  existed  between  a  particular  market  and  price  and  other 
markets  and  prices  in  the  economy  as  a  whole.  Frequently,  he  used 
the  assumption  ceteris  paribus  (that  is,  that  other  things  remain  the 
same).  He  argued  that  such  and  such  would  be  the  price,  all  other 
demands,  supplies,  and  prices  remaining  the  same.  Often  this  as- 
sumption is  an  unreal  one.  The  response  in  the  sales  of  a  particular 
good  to  changes  in  the  price  of  this  good  may  be  different  when  the 
price  of  a  near  substitute  is  very  low,  than  when  such  a  substitute  is 
relatively  dear.  The  response  may  be  different  when  the  price  of  one 
substitute  alters  than  when  the  price  of  another  does  so.  Only  the 
complicated  equations  of  the  Walrasian  system  offer  an  escape  from 
this  situation. 

"See  J.   R.   Hicks,  A  Revision  of  Demand  Theory   (Oxford:    Clarendon  Press, 

1956)-  £Zjl. 
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FACTORS    OF   PRODUCTION 

In  connection  with  interrelationships  between  demands 
for  factors  of  production,  Marshall  referred  to  a  "principle  of  substi- 
tution." He  said: 

As  far  as  the  knowledge  and  business  enterprise  of  the  producers  reach, 
they  in  each  case  choose  between  those  factors  of  production  which  are 
best  for  their  purpose;  the  sum  of  the  supply  prices  of  those  factors  which 
are  used  is,  as  a  rule,  less  than  the  sum  of  the  supply  prices  of  any  other 
set  of  factors  which  could  be  substituted  for  them;  and  whenever  it  appears 
to  the  producers  that  this  is  not  the  case,  they  will,  as  a  rule,  set  to  work 
to  substitute  the  less  expensive  method.  And  further  on  we  shall  see  how  in 
a  somewhat  similar  way  society  substitutes  one  undertaker  for  another  who 
is  less  efficient  in  proportion  to  his  charges.  We  may  call  this  .  .  .  The 
principle  of  substitution.12 

Having  stated  the  principle,  Marshall  made  no  attempt  to  incor- 
porate algebraic  equations  of  the  Walrasian  type  into  his  general  ex- 
position of  production  theory,  as  well  he  might  have  done. 

Marshall's  reference,  in  this  passage,  to  the  substitutability  of  "un- 
dertakers" (i.e.,  entrepreneurs,  enterprisers,  or  business  organizers) 
for  one  another  draws  attention  to  another  feature  of  his  Principles 
of  Economics.  This  is  its  author's  elevation  of  "industrial  organiza- 
tion" to  the  position  of  a  factor  of  production  on  the  level  of  the  his- 
toric trio  of  land,  labor,  and  capital. 

In  this  connection,  two  questions  have  to  be  raised.  What  is  a 
factor  of  production?  Does  organization  qualify?  Writers  on  economics, 
from  Sir  William  Petty  onward,  spoke  of  land  and  labor  as  original 
factors  of  production.  They  assumed  that  the  two  were  quite  differ- 
ent and  that  even  in  the  long  run  land  could  not  become  labor  nor 
labor  land.  They  supposed  that  labor  applied  to  "land"  ( in  the  sense  of 
natural  materials)  could  and  did  become  capital.  It  was  not  until 
Senior  claimed  to  identify  an  ingredient  in  capital  which  was  neither 
land  nor  labor  that  capital  appeared  to  have  any  right  to  be  classed  as 
an  independent  factor  of  production. 

The  classical  economists  viewed  the  matter  in  this  light  because 
they  thought  in  terms  of  long-run  tendencies.  "Labor  in  general"  was 
properly  a  factor  of  production  because,  over  time,  labor  could  be 
transferred  from  one  employment  to  another.  A  man  might  retrain 


12  Op.  cit.,  p.  341. 
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or  his  son  might  enter  a  different  employment  from  that  of  the  father. 
The  classical  preoccupation  with  British  agriculture  prevented  notice 
of  difficulty  with  land:  a  forested  mountain  side  could  not  be  con- 
verted into  a  rice  field  nor  a  copper  mine  made  to  produce  coal. 

Neoclassical  economists  have  concerned  themselves  with  the  prob- 
lem of  short-run  combination  of  productive  resources;  Marshall  him- 
self was  a  leader  in  this  development.  Factors  of  production  have 
come  to  be  looked  upon  from  this  point  of  view.  Labor  may  mean 
the  service  of  a  machinist  in  the  shop  or  that  of  a  doctor  in  the  first- 
aid  station:  the  two  are  not  interchangeable.  An  executive  is  a  poor 
substitute  for  either  and  they  for  him.  Economists  have  come  to  at- 
tach less  importance  than  they  did  to  production  factor  categories. 
They  look  upon  the  historic  trio  as  convenient  groups  for  exposition 
purposes  but  as  little  more  than  this. 

Whether  in  the  classical  sense  of  the  long  run  or  the  modern  one 
of  short-run  specialization,  it  is  difficult  to  regard  management  as 
anything  more  than  a  particular  type  of  labor. 

A   STABLE   MONETARY   UNIT 

Bearing  in  mind  the  great  changes  which  have  taken 
place  in  the  purchasing  power  of  money  in  our  own  century  and  the 
effects  of  these  changes  on  contractual  relationships,  some  interest  is 
attached  at  the  present  time  to  a  proposal  which  Marshall  made  in 
evidence  before  the  ( British )  Royal  Commission  on  the  Depression  of 
Trade  and  Industry  (1886).  He  recommended  that  the  government 
should  publish  tables  showing  alterations  in  the  purchasing  power  of 
money  to  facilitate  the  making  of  contracts  requiring  payment  in 
terms  of  units  of  constant  purchasing  power.13 

The  plan  was  not  a  new  one.  An  English  law  of  1836  had  fixed  the 
tithes  of  the  established  church  in  grain  instead  of  money.  The  sum 
of  one  hundred  pounds  sterling  was  divided  into  three  equal  parts, 
and  it  was  calculated  how  many  bushels  of  wheat,  barley,  and  oats 
each  one-third  would  buy  at  the  prevailing  prices.  Payments  in  subse- 
quent years  were  ordered  to  be  made  in  the  money  amounts  which 
would  purchase  this  many  bushels,  the  basis  of  calculation  being  the 
average  prices  of  the  seven  years  preceding  the  time  of  payment.  As 
a  matter  of  record,  this  arrangement  did  not  prove  a  good  one  for  the 

"See  Marshall's  Official  Papers  (London:  Macmillan  &  Co.  for  the  Royal  Eco- 
nomic Society,  1926),  pp.  10-12. 
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tithe-owners,  because  improvements  in  farming  methods  lowered  grain 
prices  relative  to  other  prices. 

Behind  the  passage  of  the  1836  law  was  a  legacy  from  the  inflation 
of  the  Napoleonic  Wars  and  the  post-war  deflation— a  desire  that 
long-term  obligations  should  have  greater  stability  than  had  been 
experienced.  George  Julius  Poulett  Scrope  (1797-1876)  had  been 
campaigning  for  such  an  arrangement.  Scrope  was  born  Thompson 
but  assumed  his  wife's  name  of  Scrope  on  his  marriage.  He  lived  on 
an  estate  and  for  many  years  was  a  member  of  Parliament,  being 
nicknamed  "Pamphlet  Scrope"  by  his  fellow  parliamentarians.  In 
1833,  he  published  a  pamphlet  entitled  An  Examination  of  the  Bank 
Charter  Question,  with  an  Inquiry  into  the  Nature  of  a  just  Standard 
of  Value  and  Suggestions  for  the  Improvement  of  our  Monetary  Sys- 
tem, and  also  a  book  called  Principles  of  Political  Economy  (which 
was  republished  in  1873  as  Political  Economy  for  Plain  People).  In 
these  works,  Scrope  proposed  the  periodic  issue  of  a  price  list  of 
commodities  in  general  use,  with  quantities  corresponding  to  their 
relative  consumption,  to  be  used  voluntarily  as  a  basis  for  monetary 
contracts.  Such  an  arrangement  had  been  suggested  as  early  as  1798, 
by  Sir  George  Shuckburgh  Evelyn,  and  by  other  writers  between  then 
and  Scrope's  time. 

Subsequently,  Jevons  forecast  that  this  system  would  come  into 
use  and  also  that  gold  coins  would  cease  to  be  the  principal  circu- 
lating medium.14  Jevons  seems  to  have  believed  that  Scrope's  plan 
was  not  yet  practicable,  and  his  own  work  on  index  numbers  ap- 
parently was  partly  intended  to  help  to  make  it  so.15  In  his  Money  and 
the  Mechanism  of  Exchange  (1875),  however,  Jevons  said  that  "the 
practical  difficulties  are  not  of  a  serious  character,"16  and  he  made 
suggestions  as  to  how  what  he  called  "Poulette  Scrope's  tabular  stand- 
ard of  value"  could  be  used.  Marshall  evidently  felt  that  by  1886,  when 
his  evidence  was  given,  knowledge  of  index  numbers  had  advanced 
sufficiently  to  justify  using  the  "tabular  standard." 

Since  Marshall's  time,  the  plan  has  received  support  from  Keynes 
(in  evidence  before  the  British  Colwyn  Committee  on  National  Debt 
and  Taxation,  between  the  two  world  wars )  and  by  others.  It  remains 
pertinent  in  our  own  day. 

14  See  "An  Ideally  Perfect  System  of  Currency,"  in  Investigations  in  Currency  and 
Finance,  pp.  297-302. 

15  See  "The  Variation  of  Prices  and  the  Value  of  the  Currency  Since  1782,"  ibid., 
pp.  120  ff. 

16  P.  330. 
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CLARK 

John  Bates  Clark  (1847-1938)  was  contemporary  with 
Marshall.  Clark  taught  at  Columbia  University  and  was  long  regarded 
as  the  outstanding  leader  of  the  neoclassical  school  of  economists  in 
the  United  States.  His  principal  book  was  entitled  The  Distribution  of 
Wealth;  A  Theory  of  Wages,  Interest  and  Profits  (1899),  and  it  was 
on  this  subject  that  Clark's  main  contribution  was  made.  He  elaborated  _ 
a  marginal  productivity  theory,  which  was  perhaps  best  summarized 
by  the  diagrams  that  appeared  in  a  chapter  of  this  book,  entitled  de- 
scriptively "The  Products  of  Labor  and  Capital,  as  measured  by  the 
formula  on  rent."  The  diagrams  are  shown,  somewhat  modified,  in 
Figure  6. 

In  the  uppermost  graph  of  the  figure,  it  is  assumed  that  labor  is 
applied,  unit  by  unit,  to  a  fixed  quantity  of  land.  The  product  declines 
as  more  labor  is  added.  The  application  of  labor  to  the  land  ceases 
when  the  product  of  a  man's  labor  has  declined  to  a  level  at  which 
its  value  barely  covers  the  cost  of  an  additional  man.  A  farm,  operated 
by  hired  labor,  exemplifies  this.  In  the  middle  graph,  capital  is  kept 
at  a  fixed  sum,  and  labor  is  added  as  before.  A  roadside  cafe,  operated 
by  hired  workers,  serves  as  an  example.  The  lower  graph  shows  labor 
kept  in  fixed  quantity,  and  capital  applied,  unit  by  unit.  A  one-man 
business,  which  operates  on  borrowed  capital,  affords  an  instance  of 
this  situation. 

Clark  made  it  clear  that  he  realized  that  it  was  no  peculiarity  of 
land  which  explained  diminishing  returns.  Diminishing  returns  was 
a  problem  of  proper  balance  of  production  factors,  not  a  phenomenon 
peculiar  to  land.  Probably  the  reason  English  economists  from  Malthus 
to  Marshall  did  not  see  this  clearly  was  that,  in  England,  people  were 
very  conscious  of  a  scarcity  of  land  and  therefore  concentrated  their 
thoughts  on  an  ultimate  unbalance:  population  and  capital  would 
increase,  but  not  land.  Malthus  had  made  diminishing  returns  a  prob- 
lem of  population,  and  later  British  economists  carried  the  problem 
over  into  the  economics  of  the  business  enterprise. 

Clark's  work  had  repercussions  which  are  of  some  interest.  His 
explanation  of  distribution  made  it  appear  that  the  level  of  wages  ( as 
well  as  that  of  interest  and  of  rent)  was  entirely  a  matter  of  relative 
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Figure  6.    The  distribution  of  wealth, 
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scarcities  of  supply.  What  the  wage  level  would  be  was  determined 
by  the  size  of  the  working  population,  as  compared  with  the  amounts 
of  capital  and  land  to  be  combined  with  labor  in  the  production  oper- 
ations of  the  society.  This  view  gave  comfort  to  owners  of  business 
enterprises  in  their  opposition  to  claims  for  higher  wages  that  labor 
unions  made  for  their  members;  but  it  was  distasteful  to  those  who 
were  on  the  side  of  labor  and  helped  to  provide  fuel  for  critics  of  the 
private  enterprise  system. 


BOHM-BAWERK,    WIESER,    AND     FISHER 

Contemporaries  of  Marshall  and  Clark,  in  Austria, 
were  Eugen  von  Bohm-Bawerk  (1851-1914)  and  Friedrich  von 
Wieser  ( 1851-1926 ) .  Both  were  professors  in  Austrian  universities  and 
also  served  in  the  government,  Bohm-Bawerk  as  minister  of  finance 
and  Wieser  as  commerce  minister.  Bohm-Bawerk's  principal  work  was 
his  Kapital  und  Kapitalzins  ( "Capital  and  Interest" ) .  It  was  published 
in  two  parts,  The  Geschichte  und  Kritik  der  Kapitahins-theorien 
("History  and  Critique  of  Interest  Theories,"  1884,  translated  as 
Capital  and  Interest )_ and  Positive  Theorie  des  Kapitales  ("Positive 
Theory  of  Capital,"  1889 ) .  Wieser  wrote  Der  naturliche  Werth  ( "Nat- 
ural Value,"  1889)  and  Theorie  der  gesellschaftlichen  Wirtschaft 
(translated  as  Social  Economics,  1914). 

BOHM-BAWERK   ON    CAPITAL   AND   INTEREST 

Bohm-Bawerk's  Positive  Theory  of  Capital  contained 
its  author's  own  theory  of  capital  and  interest,  as  distinct  from  his 
earlier  book,  which  was  a  critique  of  older  theories  on  these  subjects. 
Essentially,  Bohm-Bawerk's  theory  of  interest  was  a  marginal  produc- 
tivity theory,  based  on  time  preference.  "Present  goods,"  he  said,  "are, 
as  a  rule,  worth  more  than  future  goods  of  like  kind  and  number."17 
Bohm-Bawerk  said  that  people  varied  in  their  emphasis  between 
present  and  future.  A  peasant  who  had  reaped  a  poor  harvest,  and  an 
impecunious  student  who  expected  to  be  better  off  when  his  training 
was  completed  were  willing  to  borrow  money  at  high  rates  of  interest. 
An  old  clerk,  due  to  retire  shortly,  was  in  the  opposite  position. 

17  Positive  Theory  of  Capital,  trans.  W.  Smart  (London  and  New  York:  Macmillan 
&  Co.  and  The  Macmillan  Co.,  1891),  p.  237. 
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In  general,  Bohm-Bawerk  believed  that  there  w&&  an  underestima- 
tion of  future  needs,  due  to  Qk)  lack  of  imagination,  (X)  weakness  of 
character,  which  reduced  resistance  to  present  desires,  and  (3^.  uncer- 
tainty of  length  of  life.  Aside  from  these  consumption  factors,  there 
was  one  production  element— (4^  present  goods  were  superior  to 
future  goods  because  they  made  it  possible  to  have  more  goods  in  the 
future.  In  other  words,  capital  was  productive.  Labor,  aided  by  equip- 
ment, produced  more  than  labor  without  equipment.  These  four 
factors  explained  people's  willingness  to  pay  interest. 

Considering  the  rate  of  interest,  Bohm-Bawerk  brought  in  the  Jaw 
of  diminishing  returns.  The  rate  of  interest  must  be  such  that  it  did 
not  exceed  the  product  of  the  last  increment  of  capital  invested: 

The  rate  [of  interest]  is  determined  by  the  productiveness  of  the  last 
economic  extension  of  process,  in  such  a  way  that  the  amount  of  capital 
making  the  extension  possible  must  bear  a  less  interest  than  the  surplus 
x  return  obtained  by  means  of  it.18 

By  "an  extension  of  process,"  Bohm-Bawerk  meant  making  production 
more  "roundabout,"  so  that  the  finished  consumers'  goods  appeared 
furthej^4«rtenrls  of  len^fret^JMducto^'^rocess )  in  the  future,  thus 
equiring  more  capital. 

Bohm-Bawerk  did  not  claim  that  his  theory  was  entirely  original: 
he  said  that  he  had  received  inspiration  from  the  earlier  treatment  of 
the  same  subject  by  Thunen,  to  which  reference  is  made  in  Chapter 
12.  It  may  be  mentioned  that  Longfield  had  stated  a  basically  similar 
theory  of  interest  in  a  lecture  given  in  1833  in  the  University  of  Dublin 
and  published,  with  other  lectures,  in  1834.  Longfield  said  in  his  lec- 
ture that  the  rate  of  profits  would  be  determined  by  those  cases  in 
which  the  efficiency  of  capital  was  the  least.19  Longfield  wrote  at  a  time 
when  interest  was  not  differentiated  from  profits  in  economic  literature. 


nnuTir  rinrrnnr  nTT  TiriHTnnr 

A  minor  feature  of  Bohm-Bawerk's  Positive  Theory  of 
Capital  is  the  description  given  in  that  book  of  the  manner  in  which 
the  price  is  reached  in  a  competitive  market.  Bohm-Bawerk  used  a 
horse  market  as  an  example;  this  illustration  became  widely  known 
among  economists.   Ten  prospective  buyers  and  eight  sellers   were 

18  Ibid.,  p.  xxxix. 

19  See  Lectures  on  Political  Economy  (London:  London  School  of  Economics  and 
Political  Science,  1931),  pp.  190-192. 
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assumed   to   confront   each   other   in   a   market,   with   schedules    as 
follows:20 
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British  currency  is  used  in  the  English  translation  of  Bohm-Bawerk's 
book  from  which  this  table  is  taken.  The  price  reached  in  the  market 
is  at  least  £21  (twenty-one  pounds)  and  below  £21. 10s.  (twenty-one 
pounds,  ten  shillings).  Between  £20  and  ,£21,  six  horses  had  been 
demanded  but  only  five  had  been  offered  for  sale.  At  £21,  the  sixth 
prospective  buyer  dropped  from  the  market,  and  therefore  at  this 
price  supply  became  equal  to  the  demand,  at  five  horses.  The  equality 
continued  until  a  sixth  seller  offered  his  horse  at  £21. 10s.  The  actual 
price  at  which  a  transaction  took  place  would  be  indeterminate  within 
this  range,  a  condition  which  is  sometimes  referred  to  as  Bohm- 
Bawerk's  "law  of  the  marginal  pairs."  This  description  of  the  operation 
of  market  forces  helped  to  popularize  the  use  by  economists  of  supply 
and  demand  schedules. 


WIESER   ON   ALTERNATIVE   COST 

One  of  Wieser's  contributions  to  economic  theory  was 
in  the  area  of  cost.  He  thought  of  cost  in  terms  of  excluded  uses  of  the 
factors  of  production  to  which  they  referred.  A  particular  production 
factor  may  be  so  specialized  that  it  has  only  one  conceivable  use.  In 
such  a  situation,  the  element  of  cost  could  not  be  considered  to  be 
present.  Thus,  Wieser  said,  in  his  Natural  Value: 

Productive  elements  which  admit  of  only  one  kind  of  employment,  do 
not  share  the  multiplicity  of  conditions  necessary  for  the  emergence  of 
what  we  recognize  as  costs.  A  mineral  spring,  which  can  be  used  only  by 
drawing  off  its  contents  and  putting  them  into  bottles,  must,  obviously, 


Positive  Theory,  p.  203. 
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stand  in  a  quite  different  relation  to  the  value  of  the  product  from  the 
unskilled  labour  which  fills  the  bottles,  but  is  capable  of  a  hundred  other 
uses  besides.21 

To  Wieser,  cost  was  a  sacrifice.  What  were  sacrificed,  when  a  produc- 
tion factor  was  put  to  a  particular  use,  were  the  goods  which  might 
have  been  produced  if  another  use  had  been  selected  for  this  produc- 
tion factor.  If  the  business  enterpriser  were  motivated  by  self-interest, 
he  would  expect  the  chosen  use  to  produce  at  least  as  much  revenue 
as  he  would  have  obtained  from  the  most  productive  other  use  avail- 
able to  the  production  factor  under  consideration.  To  be  chosen, 
therefore,  the  selected  use  would  have  to  "beat  the  next-best  bid"  for 
its  services.  This  is  the  "alternative"  or  "opportunity"  cost  basis  of 
managerial  computation,  popularized  in  the  United  States  by  the 
economist  Herbert  Joseph  Davenport  (1861-1931),  in  The  Economics 
of  Enterprise  ( 1913 ) . 

WIESER   ON    SOCIALIST   VALUATION 

Another  of  Wieser's  contributions  referred  to  valuation 
under  socialism  and  communism.  He  used  the  term  "natural  value" 
for  the  system  of  valuation  based  on  marginal  utility  which  he  de- 
scribed because  he  believed  that  it  was  a  "natural"  system,  with  uni- 
versal applicability.  He  declared  that: 

Even  in  a  community  or  state  whose  economic  affairs  were  ordered  on 
communistic  principles,  goods  would  not  cease  to  have  value.  Wants  there 
would  still  be,  there  as  elsewhere;  the  available  means  would  still  be  in- 
sufficient for  their  full  satisfaction;  and  the  human  heart  would  still  cling  to 
its  possessions.  All  goods  which  were  not  free  would  be  recognized  as  not 
only  useful  but  valuable,  they  would  rank  in  value  according  to  the  relation 
in  which  the  available  stocks  stood  to  the  demand;  and  that  relation  would 
express  itself  finally  in  the  marginal  utility.22 

A  considerable  controversy  was  to  take  place  later  on  this  subject, 
some  of  its  features  being  discussed  in  Chapter  16. 

FISHER   ON    CAPITAL   AND   INTEREST 

The  American  economist,  Irving  Fisher  (1867-1947), 
disagreed  with  Bohm-Bawerk  in  some  respects,  yet  nevertheless  can 

-'Natural  Value,  trans.  C.  A.  Malloch  (London:  Macmillan  &  Co.,  1893),  p.  175 
J2  Ibid.,  p.  60. 
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be  regarded  as  a  follower  of  the  Austrian  in  his  theory  of  capital  and 
interest.  Fisher  taught  at  Yale  University  and  is  noteworthy  for  several 
contributions  to  the  development  of  economics:  his  theory  of  capital 
and  interest,  his  theory  of  the  price  level,  and  the  manner  in  which 
he  furthered  the  use  of  mathematics  in  analyzing  economic  data.  His 
principal  writings  were  Mathematical  Investigations  in  the  Theory  of 
Value  and  Prices  (1892),  The  Nature  of  Capital  and  Income  (1906), 
The  Rate  of  Interest;  its  Nature,  Determination  and  Relation  to 
Economic  Phenomena  (1907),  The  Purchasing  Power  of  Money;  its 
Determination  and  Relation  to  Credit,  Interest  and  Crises  (with  the 
assistance  of  Harry  Gunnison  Brown,  1911),  The  Making  of  Index 
Numbers;  A  Study  of  their  Varieties,  Tests,  and  Reliability  (1922), 
and  The  Theory  of  Interest  as  Determined  by  Impatience  To  Spend 
Income  and  Opportunity  to  Invest  It  ( 1930 ) . 

Fisher  distinguished  between  income  as  a  flow  of  goods  and  services 
over  time,  and  capital  as  a  stock  of  goods  at  a  given  time.  His  interest 
theory  was  one  of  time  preference.  It  was  like  that  of  a  French 
economist,  Adolphe  Landry  (1874-  ),  as  stated  in  V inter et  du 
capital  ("Interest  on  Capital,"  1904).  Fisher  argued  that  people  seek 
to  adjust  their  expenditures  over  time  in  such  a  manner  that  the  mar- 
I  ginal  utilities  (or  amounts  of  utility  yielded  by  the  marginal  or  last 
Vtems  of  expenditure)  at  different  times  are  identical.  Savings  occur 
when  purchasing  power  is  transferred  from  an  earlier  to  a  later  time; 
borrowings  are  shifts  in  the  opposite  direction.  According  to  Landry 
and  Fisher,  thejrate  of  interest  is  the  price  which  equates  lending  and 
borrowing  as  thus  explained.  As  so  stated,  interest  seems  to  have  little 
connection  with  the  productivity  of  capital;  and  Fisher  criticized  the 
view  that  capital  is  necessarily  productive.  Nevertheless,jwhej^;e_capital 
is  productive,  the  utility  qbtained^by_transferring  purchasing  power  to 
the  future  is  increased;  this  alters  the  time  preference  of  the  individual 
who  is  concerned.  Fisher  recognized  this  condition  when,  on  the  title 
page  of  The  Theory  of  Interest,  he  mentioned  the  two  elements  of 
impatience  to  spend  and  opportunity  to  invest  as  being  important  in 
interest  determination. 


FISHER   ON   THE   PURCHASING   POWER   OF    MONEY 

In  his  work  on  money,  Fisher  developed  a  mathe- 
matical version  of  the  quantity  theory,  which  contemporarily  received 

— 1M- 
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wide  acceptance.  In  a  simple  form,  this  was  expressed  as  follows: 

MV 

where  P  is  the  general  level  of  prices,  M  is  the  quantity  of  money,  V 
is  the  velocity  of  money,  and  T  is  the  volume  of  trade  or  the  amount 
of  goods  and  services  to  be  exchanged  in  unit  time.  Expanded,  the 
equation  becomes: 

MV  +  M'  V 


P  =  T 

where  M  is  the  quantity  of  currency,  V  is  the  velocity  of  turnover  of 
the  currency,  M'  is  the  volume  of  bank  deposits,  V  the  velocity  of 
these  deposits,  and  P  and  T  are  as  before.23 

Fisher  was  not  the  first  to  offer  an  algebraic  formulation  of  the 
quantity  theory  of  money.  He  himself  mentioned  both  Francis  Edge- 
worth,  the  economist,  and  Simon  Newcomb,  an  astronomer  who  was 
interested  in  economics,  as  having  anticipated  him  in  this  connection.24 
It  may  be  added  that  Leon  Walras  did  so  as  well,  although  the  equa- 
tions that  Walras  gave  were  similar  to  the  so-called  Cambridge 
equation,  which  Pigou  developed  in  an  article  written  in  1917,  rather 
than  to  Fisher's.  Velocity  did  not  appear  directly  in  the  Cambridge 
equation  but  was  represented  indirectly  by  the  proportion  of  total 
resources  held  in  the  economy  in  the  form  of  money.25 

It  will  be  noticed  that  the  Fisher  equation  did  not  offer  a  purely 
quantitative  explanation  of  the  relationship  between  money  and  prices. 
It  gave  algebraic  expression  to  the  quantity-cum-velocity  interpretation 
of  prices  which  was  advanced  by  Locke  and  Cantillon.  Because  the 
theory  is  in  mathematical  form,  however,  mathematical  objections  to 
it  are  made  apparent.  The  individual  elements  of  the  Fisher  equations 
are  not  truly  independent  variables,  as  is  necessary  for  the  equations 
to  be  meaningful  as  pieces  of  mathematical  analysis.  The  elements  are 
interconnected.  If  the  volume  of  money  is  being  expanded  rapidly,  so 

23  See  The  Purchasing  Power  of  Money  (revised  ed.;  New  York:  The  Macmillan 
Co.,  1922),  pp.  53-54. 

24  Ibid.,  p.  25. 

25  See  Lesson  30  of  Walras'  Pure  Economics.  The  Cambridge  equation  in  its 
simple  form  was 

P  =  *« 

M 
where  P  is  the  value  of  money  in  terms  of  goods  (i.e.,  the  inverse  of  Fisher's  P), 
R  is  the  total  resources  in  the  economy,  k  is  the  proportion  of  these  resources  held 
as  money,  and  M  is  the  quantity  of  money. 
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that  not  only  are  prices  rising  but  also  people  fear  that  they  will  rise 
further,  the  velocity  of  money  increases,  accelerating  the  price  rise. 
This  is  what  happened  in  Germany  in  the  great  inflation  of  the  early 
1920's.  Again,  if  the  quantity  of  money  is  being  expanded  but  prices 
and  sales  of  goods  are  rigidly  controlled  by  the  government  through  a 
rationing  system,  the  money  cannot  all  be  spent,  and  its  velocity 
declines.  This  occurred  in  Germany  in  the  latter  part  of  World  War  II. 
Further,  if  the  quantity  and  velocity  of  money  are  increased  at  a  time 
when  there  is  considerable  unemployment  of  production  factors,  as  in 
the  early  stages  of  a  cyclical  upswing  in  business,  the  volume  of  trade 
increases.  Moreover,  the  Fisher  equation  is  reduced  to  a  tautology 
when  it  is  expressed  as  MV  =  PT;  MV  is  the  same  thing  as  P  T, 
each  representing  the  quantity  of  money  expended  in  unit  time. 
Despite  its  logical  limitations,  however,  the  Fisher  equation  served  to 
draw  attention  to  the  interrelationships  of  the  elements  involved  in 
determining  the  level  of  prices.  It  elucidated  the  mechanics  of  the 
price  level,  if  it  said  little  that  was  definite  about  the  causation  of 
price  movements. 


PARETO 

The  principal  successor  of  Walras,  in  terms  of  the  two 
men's  contributions  to  economic  theory,  was  Vilfredo  Pareto.  The  two, 
with  their  followers,  are  sometimes  referred  to  as  the  "Lausanne 
school." 

It  was  Pareto  who  developed  the  concepts  of  consumption  surfaces, 
production  surfaces,  and  indifference  maps,  and  in  general  used  solid 
geometry  to  carry  the  analyses  of  interrelationships  between  economic 
variables  further  than  is  possible  with  the  plane  figures  which  the 
neoclassical  economists  had  employed.  He  also  continued  and  elabo- 
rated the  algebraic  system  of  over-all  equilibrium  which  Walras  had 
started.  Among  economists  in  the  English-speaking  world  who  can  be 
classified  as  Paretian  is  John  Richard  Hicks  (1904-  )  of  Oxford 
University,  whose  book,  Value  and  Capital  (1939),  reflected  very 
strongly  the  influence  of  Pareto's  work. 

Beside  making  such  contributions  to  the  technical  exposition  of 
economic  forces  as  have  been  mentioned  here,  Pareto  did  much  to 
remove  economic  theory  from  its  domination  by  the  subjective  con- 
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cept  of  utility  and  put  it  on  an  objective  basis.  Market  behavior  was 
substituted  for  consumer  feelings.  How  this  was  done  is  illustrated  in 
Figure  7. 

THE   INDIFFERENCE    MAP 

The  idea  of  analyzing  economic  behavior  in  terms  of 
a  line  or  series  of  points,  where  the  individual  shows  by  his  behavior 
his  indifference  between  alternatives,  was  not  a  new  one  with  Pareto; 
as  mentioned  at  the  beginning  of  this  chapter,  Pareto  himself  acknow- 
ledged the  work  of  Edgeworth  in  this  field.  Figure  7  shows  the  nature 


Figure  7.    A  consumer's  indifference  map. 

and  uses  of  an  indifference  map,  referring  to  a  single  consumer.  Look- 
ing at  this  figure  and  taking  into  account  only  the  curved  lines,  a,  b, 
c,  and  d,  we  can  imagine  that  what  we  have  in  this  figure  is  something 
in  the  nature  of  a  geographical  contour  map.  We  can  suppose,  also, 
that  the  contours  defined  by  a,  b,  c,  and  d  represent  successive  lines 
of  equal  height  on  a  hillside  which  rises  from  a  to  d.  By  drawing  these 
lines  on  the  plane  surface  of  the  map  we  have  given  the  map  a  third 
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dimension.  Along  OX,  we  have  distance,  east  and  west  (let  us  say); 
along  OY,  the  north  and  south  ( let  us  say )  distance  is  shown.  Heights 
are  indicated  by  the  contour  lines,  a,  b,  c,  and  d.  We  can  imagine  that 
the  real  heights  are  distances  above  the  paper  on  which  the  figure  is 
drawn— when  we  would  have  a  solid  figure,  not  a  plane  one. 

Interpreting  this  construction  in  terms  of  utility,  we  can  say  that 
along  OX  are  represented  units  of  a  consumers'  good,  say  bread,  to 
take  one  of  Pareto's  examples.  Along  OY,  there  are  shown  units  of 
another  consumers'  good,  say  wine.  In  the  air,  above  the  figure,  is  a 
surface  that  represents  the  total  utility  which  the  consumer  receives 
from  the  different  combinations  of  bread  and  wine  possible  within  the 
limits  of  the  figure.  If  we  suppose  that  the  paper  on  which  the  map 
is  drawn  is  held  horizontally  and  that  total  utility  is  measured  upward 
from  the  map,  in  the  air  above  the  paper,  then  the  heights  above  the 
paper  represent  amounts  of  total  utility  and  the  contours  become  fines 
of  equal  total  utility. 

According  to  earlier  writers  of  the  neoclassical  school,  consumers 
chose  between  goods  in  such  a  manner  as  to  make  marginal  utilities 
equal.  It  follows  that,  along  lines  of  equal  total  utility,  the  consumers 
would  be  indifferent  as  to  which  positions  they  occupy.  If,  therefore, 
a  line  could  be  discovered  along  which  the  consumers  are  indifferent 
between  two  commodities,  this  could  be  considered  a  line  of  equal 
total  utility.  Here  is  one  of  the  main  points  of  Pareto's  contribution. 
Market  behavior  could  be  recorded  and  studied  by  collecting  material 
showing  how  consumer  preferences  changed  in  response  to  movements 
of  relative  prices.  Hence,  when  the  necessary  data  were  sufficient, 
indifference  maps  could  be  drawn  from  the  data,  thus  avoiding  any 
need  to  estimate  or  measure  amounts  of  total  utility. 

The  lines  marked  e  and  /  in  the  figure  show  one  way  in  which  such 
a  construction  could  be  used  in  economic  analysis.  Line  e  shows  equal 
total  expenditure  on  various  combinations  of  the  two  goods  whose 
consumption  is  depicted  in  the  figure.  The  distance  0e1,  along  OX, 
represents  this  expenditure  made  only  on  one  of  the  goods;  0e2  shows 
the  same  sum  spent  on  the  other  good.  Along  the  line  e,  between  the 
points  ex  and  e2,  the  money  is  spent  on  the  various  combinations  of  the 
two  goods  which  are  indicated  by  the  position  of  the  line.  Where  the 
line  is  tangential  to  the  indifference  curve,  c,  at  e3,  is  the  consumer's 
preferred  point  with  this  expenditure  (it  is  his  position  of  maximum 
total  utility  along  the  line  e ) .  The  line  /  is  so  drawn  as  to  pass  through 
the  various  such  positions  which  the  consumer  prefers  to  take,  as  his 
total  expenditure  on  the  two  goods  increases.  Degrees  of  substituta- 
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bility  and  complementarity26  are  shown  by  the  slope  of  the  indifference 
lines  on  such  a  map;  so  is  the  gradual  change  of  substitutability  into 
complementarity  as  the  curves  flatten  toward  their  ends. 


PARETOS  THEORY  AS  A  WHOLE 

The  Cours  d'economie  politique  stood  at  a  transition 
stage  between  an  economics  that  represented  a  balancing  of  quantities 
of  utility  (marginal  utilities)  and  an  ordinal  arranging  of  utilities 
(preferences),  such  as  was  developed  in  the  later  Manuale  di  econ- 
omia  politica.  In  Pareto's  work,  algebraic  equations  of  the  Walrasian 
type  were  employed  to  show  how  equilibrium  was  attained  in  a  system 
in  which  innumerable  choices  were  available  between  the  many  goods 
obtainable  by  the  consumer.  To  comprehend  the  system  in  its  totality, 
it  is  necessary  to  imagine  that  curved  relationships,  such  as  those 
shown  by  an  indifference  map  to  exist  between  two  variables,  often 
were  to  be  found  between  the  many  variables  which  are  represented 
by  the  sets  of  equations  of  the  Walrasian  type. 

As  in  the  work  of  Walras,  there  was  an  implication  in  the  Paretian 
idea  of  equilibrium  that  free  competition  would  achieve  the  highest 
degree  of  human  satisfaction:  coercion  of  any  kind  was  objectionable, 
even  coercion  by  the  government.  Pareto  thus  offered  an  algebraic 
and  geometrical  version  of  the  system  of  Adam  Smith,  into  which 
monopoly  or  government  regulation  represented  harmful  intrusions. 
Yet  Pareto  thought  that,  in  theory  at  all  events,  collectivist  planning 
by  the  government  might  attain  the  same  result  in  balancing  resources 
and  wants,  as  was  achieved  in  a  competitive  private-enterprise  econ- 
omy. Pareto's  system  thus  became  the  point  of  departure  for  the  work 
of  Barone  on  economic  planning,  discussed  in  the  concluding  chapter 
of  this  book. 


PARETOS   LAW   OF   INCOME   DISTRIBUTION 

An  interesting  aspect  of  Pareto's  work  is  the  general- 
ization he  made  concerning  the  distribution  of  incomes  between  indi- 
viduals. Using  statistics  drawn  from  various  countries  and  times,  he 

26  Substitutability  and  complementarity  are  qualities  which  may  be  supposed  to  be 
possessed  by  substitute  and  complementary  goods,  respectively.  See  Hicks' 
Value  and  Capital  (2nd  ed.;  Oxford:  Clarendon  Press,  1946),  Chap.  3. 
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found  that,  when  plotted  on  logarithmic  graphs,  there  was  considerable 
similarity  in  the  slopes  of  the  resulting  lines  for  the  various  countries 
and  periods.  Pareto  concluded  that  a  relatively  constant  degree  of 
inequality  in  ability  within  the  various  national  populations  explained 
this  phenomenon. 


SOCIOLOGICAL   VIEWS 

Having  developed  in  his  Manuale  di  economia  politico, 
a  theory  of  economic  equilibrium  which  was  objective  in  nature  (in 
the  sense  that  it  showed  a  balancing  of  preferences,  without  giving 
explanations  as  to  why  the  preferences  had  arisen),  Pareto  extended 
his  studies  into  the  general  area  of  society  as  a  whole.  He  produced  a 
controversial  book  on  sociology,  Trattato  di  sociologia  generate 
("Treatise  on  General  Sociology,"  1916;  translated  as  The  Mind  and 
Society,  1935).  Reasoning  like  that  used  in  formulating  the  law  of 
distribution  was  developed  on  a  grand  scale  in  this  work.  It  was  a 
character  of  men,  taken  as  a  group,  that  a  particular  degree  of  in- 
equality of  ability  existed  among  them:  hence,  the  observed  similarity 
in  inequality  of  distribution.  In  the  Trattato  di  sociologia  generate, 
Pareto  argued  that  other  characters  were  unequally  distributed.  Two 
general  groups  of  people  alternated  in  their  control  of  the  society. 
Men  adept  at  chicanery  or  cunning  were  overthrown  by  those  who 
relied  on  force.  The  latter  were  not  clever  enough  to  keep  their  posi- 
tion and  so  gave  place  again  in  due  course  to  the  men  of  cunning. 
Pareto  believed  that  history  supported  this  view;  there  are  those 
among  his  admirers  who  have  thought  it  demonstrated  in  the  recent 
history  of  his  own  country,  Italy. 


COMPETITION    AMONG    THE    FEW 

The  decade  of  the  1930's  saw  much  new  interest,  ex- 
pressed in  many  writings,  in  the  economics  of  the  no  man's  land  be- 
tween the  extremes  of  pure  monopoly  (one  seller  or  buyer)  and  pure 
competition  (so  many  sellers  or  buyers  that  the  action  of  any  one  of 
them  has  no  significant  effect  on  market  demand  or  supply  and  there- 
fore no  finite  effect  on  price).  This  new  interest  was  partly  explained 
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by  the  growing  size  of  business  firms,  by  the  increased  strength  of 
labor  unions  and  the  spread  of  their  activities,  and  by  the  existence  of 
market  combinations  of  various  kinds.  None  of  these  conditions  were 
new,  but,  taken  together,  they  had  increased  considerably  in  impor- 
tance over  the  years. 

Pure  competition  had  been  treated  by  economists  from  the  classical 
writers  onward.  Marshall  had  devoted  a  chapter  in  his  Principles  of 
Economics  to  pure  monopoly.   Cournot  had  made   a  beginning  in 
studying  the  economics  of  the  area  between  the  two,  as  has  been  men- 
tioned elsewhere.  Edgeworth  had  examined  some  aspects  of  it  as  well 
as  monopoly.  A  significant  article  on  the  subject,  written  in  the  1920's, 
was  that  entitled  "The  Laws  of  Returns  under  Competitive  Conditions" 
by  Piero  Sraffa.27  Not  until  the  1930's,  however,  did  the  in-between  area 
become  the  subject  of  major  professional  works.  Mrs.  Joan  Robinson 
(1903-     ),  of  Cambridge  University,  published  The  Economics  of 
Imperfect  Competition  in  1933.  The  Theory  of  Monopolistic  Competi- 
tion, by  Edward  Hastings  Chamberlin   (1899-     )   of  Harvard  Uni- 
versity, appeared  in  the  same  year.  The  theoretical  structure  which 
these  economists  developed,  quickly  became  integrated  into  teaching 
of  the  Marshallian  type  and  into  research  in  the  field  of  economics. 
A  crucial  feature  of  the  analysis  presented  in  these  works  was  the 
use  of  geometry  which  distinguished  between  the  average  revenue 
and  cost  of  the  business  firm  and  its  marginal  revenue  and  cost. 
Because  the  individual  firm  is  too  small  in  relation  to  its  market  to 
influence   the   market  price,   under   conditions    of   pure   competition 
average  and  marginal  revenue  are  identical;  the  same  is  true  in  the 
long  run  of  average  and  marginal  cost.  Whenever  the  firm  becomes 
big  enough  for  its  actions  to  affect  the  market  price,  however,  average 
and  marginal  revenue  differ  from  each   other,  and  so   do  average 
and  marginal  cost.  On  this  basis,  Chamberlin  and  Robinson  were  able 
to  show  how  the  firm  in  such  a  situation  would  behave  in  given  cir- 
cumstances, supposing  it  to  be  motivated  by  enlightened  self-interest. 
Chamberlin's  book  was  given  a  tinge  of  what  later  in  this  book  is 
called  "institutionalism"  by  the  attention  which  its  author  paid  to  the 
phenomenon  of  product  differentiation  through  advertising.  It  is  a 
familiar  feature  of  the  modern  economy  that  the  consumer  is  propa- 
gandized to  want  not  just  a  car  or  a  breakfast  cereal,  but  a  particular 
make  of  car  and  a  special  brand  of  breakfast  cereal. 

~7  Economic  Journal,  XXXVI    (1926),  535-550.    Reprinted  in  Readings  in  Price 
Theory,  pp.  180-197. 
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Another  book  on  this  general  subject  had  the  German  title  Grund- 
lagen  der  theoretischen  Volkswirtschaftslehre  ("Foundations  of  Eco- 
nomic Theory,"  written  in  1943  and  published  first  in  Spanish  and  in 
1948  in  German;  translated  into  English  as  The  Theory  of  the  Market 
Economy,  1952).  Its  author,  Heinrich  von  Stackelberg  (1905-1946), 
was  professor  at  the  University  of  Berlin  and  later  taught  at  the 
University  of  Madrid.  He  can  be  classified  with  the  Austrian  group  of 
economists  stemming  from  Menger.  His  book  is  of  special  interest  for 
its  study  of  duopoly,  oligopoly,  and  bilateral  monopoly.  Stackelberg 
considered  profit  maximization  under  conditions  of  uncertainty  regard- 
ing the  actions  of  competitors  and  in  the  presence  of  other  variables, 
giving  a  foretaste  of  the  application  of  the  theory  of  games  to  eco- 
nomics. An  American  book  which  attracted  attention  for  its  treatment 
of  duopoly  and  oligopoly  was  Competition  Among  the  Few  (1949), 
by  William  John  Fellner  ( 1905-  ) ,  formerly  at  the  University  of 
California  and  later  at  Yale  University.  Perhaps  the  main  value  of 
Fellner's  book  was  in  its  treatment  of  problems  attending  collusion 
between  firms  in  the  same  industry. 

A  formal  application  of  the  theory  of  games  to  business  decision- 
making in  situations  in  which  competitors  are  few  in  number,  appeared 
in  The  Theory  of  Games  and  Economic  Behavior  (1944),  by  Oskar 
Morgenstern  (1902-  )  and  John  von  Neumann  (1903-1957),  both  of 
Princeton  University.28  Other  works  on  the  subject  have  appeared  since 
that  time.  In  these  writings,  the  business  enterpriser  is  viewed  as  con- 
sidering various  possible  plans  of  action,  on  his  own  part  and  by  his 
competitors.  Like  a  military  strategist,  he  has  to  take  all  possibilities 
into  account.  He  may  choose  to  minimize  his  risk  by  selecting  what- 
ever policy  will  give  him  the  highest  return  that  is  feasible,  given  the 
ability  of  his  opponents  to  choose  any  of  the  policies  which  are  open 
to  them.  The  argument  has  been  developed  largely  with  respect  to 
duopoly,  where  only  one  other  decision-maker  has  to  be  considered. 
In  some  situations  it  may  be  profitable  for  one  enterpriser  to  subsidize 
another,  to  induce  the  latter  to  follow  a  particular  course  of  action,  or 
it  may  pay  both  to  form  a  coalition.  Like  other  classical  and  neoclas- 
sical theories,  this  approach  seems  meaningful  only  to  the  extent  that 
rational  self-interest  is  a  guiding  rule  in  entrepreneurial  behavior. 

28  As  the  book  by  Morgenstern  and  Neumann  is  rather  heavy  going  mathemati- 
cally, students  who  wish  to  learn  something  of  this  subject  may  be  recommended 
to  consult  Introduction  to  the  Theory  of  Games,  by  J.  C.  C.  McKinsey  (New 
York:  The  McGraw-Hill  Book  Co.,  1952),  which  is  simpler,  although  it  still  re- 
quires some  mathematical  knowledge. 
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NEOCLASSICAL  WELFARE  THEORY 

Another  significant  development  in  recent  economics 
of  the  classical  variety  has  been  the  emergence  of  a  welfare  theory. 
Mention  has  been  made  elsewhere  of  the  economic  functions  allotted 
to  government  by  Adam  Smith,  and  of  John  Stuart  Mill's  statement 
that  utilitarianism  alone  provides  the  key  to  the  logical  division  be- 
tween government  and  private  action.  Reference  also  has  been  made 
to  the  work  of  Sidgwick.  Modern  welfare  theory  can  be  considered  as 
extending  this  work.  The  modern  theory  applied  utilitarian  ideas  over 
the  entire  range  of  government  economic  functions,  incorporating,  as 
time  passed,  the  shift  from  utility  to  objectively-determined  prefer- 
ences that  had  taken  place  generally  in  neoclassical  theory  under 
Pareto's  influence. 


PIGOU 

Among  the  neoclassical  economists,  Arthur  Cecil  Pigou 
(1877-1959),  particularly,  is  identified  with  welfare  theory.  Pigou,  a 
professor  at  Cambridge  University,  published  Wealth  and  Welfare  in 
1912.  This  book,  in  altered  form,  became  The  Economics  of  Welfare 
in  1920.  Special  studies  followed,  including  Industrial  Fluctuations 
(1927)  and  A  Study  in  Public  Finance  (1928). 

Pigou  began  the  analytical  list  of  contents  of  his  Economics  of 
Welfare  with  the  statement  that  "The  main  motive  of  economic  study 
is  to  help  social  improvement."29  To  understand  his  treatment,  some 
definitions  are  necessary.  The  word  "welfare,"  used  generally,  includes 
the  whole  list  of  human  satisfactions;  "economic  welfare"  embraces 
only  those  measurable  in  money.  "Social  welfare"  is  welfare  in  its  gen- 
eral sense  totaled  for  the  entire  society;  "social  economic  welfare"  is 
economic  welfare  similarly  totaled.  It  was  with  the  last  of  these  that 
The  Economics  of  Welfare  was  concerned. 

Pigou  gave  attention  to  three  elements:  the  quantity  of  the  national 
dividend  or  total  output  of  the  economy,  its  distribution,  and  its  vari- 
ability. In  general,  he  thought  that  the  greater  the  quantity,  the 
29  Economics  of  Welfare  (4th  ed.;  London:  Macmillan  &  Co.  Ltd.,  1952),  p.  ix. 
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greater  the  welfare.  (Yet  he  did  not  make  the  mistake  of  assuming  that 
maximum  production  per  head  was  the  most  desirable  condition.  Like 
Jevons,  Pigou  recognized  that  there  comes  a  point  beyond  which  dis- 
satisfactions from  labor  exceed  satisfactions  from  products,  and  he 
concluded  that  production  should  not  be  carried  beyond  this  point. 
The  other  elements  being  the  same,  Pigou  believed  that  the  more  equal 
the  distribution,  the  greater  the  welfare.  Here,  however,  he  introduced 
a  qualification.  He  said  that,  if  the  rich  and  poor  were  two  races  with 
different  mental  constitutions,  such  that  the  rich  were  inherently 
capable  of  securing  a  greater  amount  of  satisfaction  from  a  given 
amount  of  wealth  than  the  poor,  the  possibility  of  increasing  welfare 
by  equalizing  distribution  would  be  "seriously  doubtful."30 

It  may  be  questioned  whether  the  situation  is  as  simple  as  this. 
Does  it  follow  that,  if  there  are  different  races,  there  is  different  ca- 
pacity for  securing  satisfactions  from  wealth?  How  is  such  capacity  to 
be  measured?  Are  people  who  are  at  present  uncivilized,  uneducated, 
and  unsophisticated,  so  that  they  do  not  use  their  wealth  in  ways  that 
seem  sensible  to  others,  to  be  considered  as  permanently  disqualified 
from  equal  treatment?  Is  there  not  a  remedy  in  education?  Pigou's 
qualification  opened  the  way  for  the  people  of  a  colonizing  nation  to 
justify  their  receiving  higher  incomes  than  were  allowed  to  the  sub- 
ject people,  as  well  as  for  the  present  rich  remaining  better  off  than 
the  present  poor.  There  may  be  justifications  for  such  differences,  but 
not  in  terms  of  satisfaction  unless  amounts  of  satisfaction  and  capaci- 
ties to  receive  satisfaction  can  be  measured.  Discussing  variability, 
Pigou  said  that  any  factor  which  lessens  the  variability  of  the  national 
dividend,  without  either  reducing  its  quantity  or  lessening  the  equality 
of  distribution,  would,  in  general,  increase  welfare. 

The  Economics  of  Welfare  examined  in  detail  numerous  situations 
and  policies,  analyzing  the  associated  satisfactions  and  dissatisfactions 
and  endeavoring  to  weigh  the  two.  A  serious  drawback  of  the  entire 
approach  was  that  three  tests  were  provided,  not  one,  and  there  was 
no  way  of  reducing  the  three  to  a  common  measure.  How  much  addi- 
tional quantity  was  required  to  offset  a  stated  amount  of  decrease  in 
equality?  How  much  less  variability  would  compensate  a  certain 
amount  of  increase  in  inequality?  No  answers  were,  or  could  be, 
provided.  Pigou  was  reduced  to  making  definite  judgments  only 
when  other  things  remained  equal;  extra  quantity  was  beneficial  when 
30  Ibid.,  p.  90. 
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there  was  no  more  inequality  or  variability,  and  similarly  with  his 
other  measures.  Pigou's  theory  also  suffered  from  its  limitation  to 
satisfactions  measurable  in  money. 


SUBSEQUENT   DEVELOPMENTS 

Since  Pigou  wrote  his  Economics  of  Welfare,  a  number 
of  economists  have  attempted  to  use  the  approach  to  welfare  suggested 
by  Pareto's  indifference  concept.  An  important  early  article  in  this  field 
was  that  on  "Foundations  of  Welfare  Economics"  (1939),  by  J.  R. 
Hicks.31  Other  periodical  contributions  and  books  have  appeared  in 
recent  years,  including  Studies  in  the  Theory  of  Welfare  Economics 
(1947),  by  Melvin  Warren  Reder,  A  Critique  of  Welfare  Economics 
(1950),  by  Ian  Malcolm  David  Little,  and  Social  Choice  and  Indi- 
vidual Values  (1951),  by  Kenneth  Joseph  Arrow. 

It  cannot  be  said  that  welfare  economics  as  thus  elaborated  is  in  a 
wholly  satisfactory  condition.  A  number  of  difficulties  are  apparent. 
%J  First,  there  is  the  problem  of  testing  preferences  objectively.  It  is 
argued  by  those  who  have  used  this  approach  that,  if  two  groups  of 
people  are  affected  by  a  particular  government  or  other  program,  and 
one  of  the  groups  can  be  kept  as  well  satisfied  as  before,  the  question 
can  be  put  as  to  whether  the  other  group  prefers  the  policy.  For 
example,  if  what  is  involved  is  a  transfer  of  water  rights  from  a  group 
of  farmers  to  a  distant  city,  it  is  feasible  to  ascertain  the  price  that 
the  farmers  are  willing  to  accept  for  their  rights  and  also  to  determine 
whether  the  city  voters  are  willing  to  authorize  a  tax  sufficient  to  pay 
the  purchase  price.  But  what  more  is  this  than  market  bargaining  of  the 
ordinary  kind?  Does  not  the  modern  economic  philosophy  of  govern- 
ment assume  that  market  bargaining  alone  is  inadequate  to  secure 
social  justice?  Some  recent  writers  have  wrestled  with  this  problem. 

Many  of  those  who  have  been  interested  in  welfare,  from  Bentham 
onward,  have  assumed  that  generally  speaking,  different  individuals 
have  the  same  capacity  for  happiness  or  satisfaction.  Pigou  took  this 
position,  aside  from  an  exception  concerning  people  of  different  races. 
This  view  was  challenged  by  Lionel  Charles  Robbins  (1898-  ),  of 
the  University  of  London  (who  was  made  a  life  peer  as  Baron  Rob- 
bins),  in  an  article  entitled  "Interpersonal  Comparisons  of  Utility" 
(1938).32  The  point  has  been  discussed  in  connection  with  Pigou's 
exception. 

31  Economic  Journal,  XLIX,  696-712. 
82  Economic  Journal,  XLVIII,  635-641. 
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In  practice,  choices  have  to  be  made  between  experienced  or 
imagined  conditions.  Knowledge  is  important.  Modes  of  behavior  of 
long  standing  are  being  abandoned  by  backward  peoples  in  our  own 
day  largely  because  the  latter  have  learned  of  the  benefits  enjoyed  by 
western  peoples.  This  is  a  limitation  of  the  indifference  analysis  as  a 
whole;  it  is  not  only  a  feature  of  the  welfare  applications.  A  business 
firm  may  choose  a  certain  scale  of  output,  knowing  that  this  is  the  best 
within  its  range  of  experience,  without  realizing  that  there  is  a 
preferable  position,  as  yet  untried,  at  a  much  greater  output  volume. 
In  the  same  way,  a  community  may  select  between  two  welfare  pro- 
grams without  knowing  that  there  exists  another  possibility  better 
than  either. 

Lastly,  and  perhaps  most  fundamentally,  preferences  are  influenced 
by  teaching  (or  propaganda)  and  experience.  Having  been  brought 
up  in  one  environment,  people  become  adjusted  to  it  and  come  to 
prefer  it,  when  others  who  are  accustomed  to  a  different  environment 
do  not  like  the  first  one  at  all.  Often  it  is  the  young  and  less  bound  by 
custom  who  want  change,  when  the  older  and  more  custom-bound 
resist  it.  A  test  which  depends  on  observed  preferences  may  produce 
a  result  that  depends  on  whose  preferences  have  been  observed. 


REVIEW     OF     NEOCLASSICAL     ECONOMICS 

We  are  now  in  a  position  to  review  neoclassical  eco- 
[  nomics  as  a  whole,  asking  what  it  added  to  the  earlier  classical  eco- 
nomics and  what  limitations  or  objections  remain. 

In  the  first  place,  utility  was  added  formally  yet  also  in  some  degree 
discarded.  In  classical  economics,  from  Adam  Smith  to  John  Stuart 
Mill,  utility  was  an  underlying  assumption  of  economic  theory  rather 
than  an  integral  part  of  its  analytical  apparatus.  Ignoring  forerunners  . 
of  less  influence  in  economics,  it  was  Jevons  and  Menger  who  made 
utility  a  formal  part  of  economic  analysis.  These  two  economists  gave 
utility  a  dominant  place.  With  their  work,  the  economics  of  the 
classical  tradition  became  an  application  of  utilitarian  philosophy  and 
especially  of  utilitarian  psychology.  In  the  hands  of  Sidgwick  and  later  j 
of  Pigou,  the  "art"  or  policy-making  aspect  of  economics  was  little 
more  than  utilitarian  ethics  applied  to  the  special  field  of  economics. 

Neoclassical  economics   thus   lent  itself   to   the   criticism   that  its 
psychology  was  inadequate.  Human  action  is  not  all  rational  nor  is 
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all  rational  action  self-seeking  in  its  nature.  An  economics  based  on 
a  concept  of  man  as  rationally  selfish  accordingly  is  limited  in  its 
applicability.  Even  the  idea  of  individual  decision  becomes  inappli- 
cable in  situations  in  which  individuals  are  so  much  influenced  by 
others  that  they  do  what  they  see  others  doing  or  what  they  believe 
others  expect  them  to  do,  rather  than  what  they  might  themselves 
independently  prefer.  These  limitations  of  neoclassical  economics  were 
largely  responsible  for  the  rise  of  institutionalism  in  the  United  States 
and  for  the  continued  influence  of  historicism  in  Europe.  Both  are 
discussed  in  Chapter  14. 

Neoclassicism  itself  changed  following  the  work  of  Pareto.  The 
subject  matter  of  economic  analysis  became,  not  utility,  but  human 
preferences  as  these  were  displayed  in  market  action.  This  was  espe- 
cially true  of  consumption,  where  hitherto  utility  theory  had  been 
predominant.  Preferences  came  to  be  studied  statistically.  The  statis- 
tical study  of  observed  behavior  came  to  be  a  common  ground  to 
economists  of  the  classical  tradition  and  to  those  who  counted  them- 
selves as  critics  of  this  tradition.  Old  differences  tended  to  disappear 
in  such  a  situation.  It  ceased  to  seem  very  important  to  many  econo- 
mists whether  there  was  an  underlying  vein  of  rational  selfishness  in 
human  behavior  which  dominated  everything  else,  as  the  classical 
economists  had  assumed,  or  whether  such  behavior  was  highly  condi- 
tioned by  environmental  considerations.  It  became  recognized,  at  least 
by  some,  that  perhaps  selfishness  itself  and  even  rationality  were  in 
large  degree  environmental:  people  may  be  both  rational  and  selfish 
because,  in  the  society  in  which  they  live,  this  has  seemed  to  be 
expected  of  them. 

What  economic  research  now  sought  was  knowledge  of  uniform- 
ities of  behavior,  widespread  enough  or  sufficiently  persistent  to  serve 
as  the  basis  of  generalizations  which  would  explain  the  past  and 
present  and  assist  in  forecasting  the  future.  As  an  example,  a  com- 
puted elasticity  coefficient  for  the  demand  for  potatoes  may  refer  only 
to  conditions  in  which  it  is  customary  to  eat  this  vegetable  along  with 
meat;  it  may  vary  considerably  between  different  income  groups  and 
be  affected  by  medical  opinion  regarding  diet.  Yet,  despite  such  re- 
strictions on  its  general  applicability,  it  may  serve  well  enough,  over 
the  short  run,  the  purpose  of  a  farmers'  group  or  government  agency 
interested  in  stabilizing  the  price  of  the  commodity  concerned. 
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RECENT  ECONOMICS 

AND  THE 

SOCIAL  WHOLE 


THE    AMERICAN    IN  S  TITUTION  ALIS  T  S 

While  economics  of  the  classical  variety  had  taken  the 
turn  described  in  Chapters  12  and  13,  another  development  was  pro- 
ceedings In  England,  Herbert  Spencer  and  Charles  Darwin  had  given 
a  new  aspect  to  the  biological  and  social  sciences.  Apparently  inde- 
pendently, these  two  men  had  hit  upon  the  theory  of  biological  evolu- 
tion which,  in  the  minds  of  most  people,  is  associated  with  Darwin's 
name.  In  popular  phraseology,  the  theory  is  that  of  "the  survival  of 
the  fittest."  According  to  this  theory,  variations  in  biological  structure 
struggle  for  survival,  and  success  goes  to  the  forms  which  are  best 
fitted  to  the  environmental  conditions  in  which  they  find  themselves. 
The  successful  forms  continue  the  race  and  it  is  their  qualities  which 
pass  on  through  inheritance  to  the  following  generation.  Spencer 
carried  his  evolutionary  theory  into  the  social  sciences.  He  believed 
that  the  social  forms  which  survived  were  those  which  were  suited  to 
the  environment,  and  that  structures  and  beliefs  were  to  be  considered 
good  when  they  conduced  to  social  survival. 
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VEBLEN 

Thorstein  Bunde  Veblen  (1857-1929)  is  generally 
counted  as  the  leader  of  the  movement  called  "institutionalism," 
which  has  emphasized  the  influence  of  the  whole  social  environment 
on  man's  economic  behavior.  Veblen  appears  to  have  been  indirectly 
affected  by  Spencer's  thought  through  one  of  his  professors  when  he 
was  a  student  at  Yale  University.  Certainly  there  is  some  similarity 
between  the  two  men  in  their  broad  social  theories. 

Surveying  the  writings  of  Veblen  as  a  whole,  and  of  others  who  have 
shown  his  influence  or  have  regarded  themselves  as  his  followers,  we 
can  say  that  society  is  viewed  as  a  complex  in  which  individuals  live 
their  lives,  affecting  and  being  affected  by  the  outlooks  and  actions 
of  other  people.  Behavior  tends  to  follow  patterns,  which  continue  in 
personal  habits  and  social  customs.  Such  patterns  can  be  identified 
by  inductive  study,  and  uniformities  of  behavior  can  be  described  with 
respect  to  the  past  and  present.  Perhaps  they  can  be  projected  into  the 
future. 

I  Society,  however,  is  an  evolving  phenomenon.  The  only  character 
which  remains  changeless  is  change  itself.  Patterns  of  behavior  that 
are  carried  over  from  the  past  are  tested  in  the  environment  of  the 
present.  If  the  environment  proves  unfavorable  to  their  continuance 
in  the  existing  form,  they  may  disappear,  atrophy,  or  continue  as 
fetishes  or  forms  without  substance.  Alternatively,  the  patterns  be- 
come adjusted  to  the  new  environmental  conditions,  with  the  result 
that  they  continue  in  their  altered  forms  or  may  be  developed  further 
or  differently  if  the  environment  favors  such  development. 

Change  continues  indefinitely:  there  is  no  end  point.  To  a  limited 
extent,  change  can  be  foreseen,  because  investigation  reveals  develop- 
ing environmental  changes  which  are  likely  to  stimulate  alterations  in 
social  patterns.  In  general,  however,  the  view  is  taken  that  the  future 
is  insufficiently  knowable,  and  social  interrelationships  are  too  com- 
plex for  anything  like  accurate  forecasting  to  be  possible. 

These  ideas  are  the  underpinnings  of  modern  sociological  thought, 
as  well  as  of  the  thinking  of  economists  who  are  classified  as  institu- 
tionalists.  How  far  sociology  can  be  regarded  as  a  science,  and  how 
far  what  are  commonly  called  the  social  sciences  as  a  group  can  be 
looked  upon  as  sciences,  must  depend  on  the  definition  which  is 
given  to  a  science.  If  the  criterion  of  a  science  is  an  understanding  of 
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rules  which  gives  the  power  to  predict,  then  it  can  only  be  said  that 
in  the  social  sciences  we  have  patterns  which  can  be  identified  and, 
to  a  limited  extent,  be  projected  into  the  future.  In  the  specialized 
area  of  the  social  sciences  known  as  economics,  this  viewpoint  has 
been  spreading  rapidly  in  recent  years.  It  has  gone  far  beyond  situa- 
tions like  those  described  in  connection  with  institutionalism  here. 
Much  of  what  passes  for  neoclassical  economics  at  the  present  time 
uses  neoclassical  forms  and  nomenclature,  it  is  true,  but  it  has  in- 
corporated some  elements  of  the  empirical  and  evolutionary  ap- 
proach which  characterizes  institutionalism. 

Thorstein  Veblen,  who  taught  economics  at  Chicago  and  Stanford 
universities,  as  well  as  at  the  University  of  Missouri,  wrote  a  number 
of  books  which  had  much  influence  on  the  young  economists  of  his 
time.  The  Theory  of  the  Leisure  Class;  an  Economic  Study  of  the 
Evolution  of  Institutions  (1899)  is  the  best  known.  The  Theory  of 
Business  Enterprise  (1904),  The  Instinct  of  Workmanship  and  the 
State  of  the  Industrial  Arts  (1914),  The  Vested  Interests  and  the  State 
of  the  Industrial  Arts  (1919)  republished  as  The  Vested  Interests  and 
the  Common  Man  (1920),  The  Engineers  and  the  Price  System 
(1921),  and  Absentee  Ownership  and  Business  Enterprise  in  Recent 
Times;  The  Case  of  America  (1923),  are  of  most  interest  to  econo- 
mists, although  some  cynical  students  and  teachers  may  care  to  read 
also  The  Higher  Learning  in  America;  A  Memorandum  on  the  Con- 
duct of  Universities  by  Business  Men  ( 1918 ) .  Two  volumes  of  essays, 
The  Place  of  Science  in  Modern  Civilization  and  Other  Essays  ( 1919 ) 
and  Essays  in  Our  Changing  Order  (1934),  give  Veblen's  views  on 
a  number  of  topics. 

Veblen  was  sharply  critical  of  marginal-utility  economics.  He  re-  (^ 
jected  the  contention  that  man  is  "a  lightning  calculator  of  pleasures 
and  pains."  He  developed  his  own  theories  of  economic  behavior  in 
areas  of  which  the  titles  of  his  books  give  at  best  no  more  than  a  gen- 
eral guide. 

CONSUMER   MOTIVATION 

The  Theory  of  the  Leisure  Class  offered  an  explana- 
tion of  consumption  in  terms  of  incentives  and  behavior  patterns.  Like 
many  other  writers  who  have  been  dissatisfied  with  existing  condi- 
tions, Veblen  looked  backward  to  situations  which  in  some  respects 
seemed  better  from  his  viewpoint.  In  the  "primitive  phase  of  social 
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development  .  .  .  the  efficiency  of  the  individual  can  be  shown  chiefly 
and  most  consistently  in  some  employment  that  goes  to  further  the 
life  of  the  group.  What  emulation  of  an  economic  kind  there  is  be- 
tween the  members  of  such  a  group  will  be  chiefly  emulation  in  indus- 
trial serviceability."  Later,  the  society  becomes  more  "predatory."  "The 
activity  of  the  men  more  and  more  takes  on  the  character  of  exploit 
....  As  accepted  at  this  cultural  stage,  the  accredited,  worthy  form 
of  self-assertion  is  contest;  and  useful  articles  or  services  obtained  by 
seizure  or  compulsion,  serve  as  conventional  evidence  of  successful 
contest."  Labor  is  considered  lacking  in  dignity.  As  "industrial  activ- 
ity" replaces  "predatory  activity"  in  the  society,  "accumulated  property 
more  and  more  replaces  trophies  of  predatory  exploit  as  the  conven- 
tional exponent  of  prepotence  and  success."  Property  now  is  necessary 
"to  that  complacency  which  we  call  self-respect."  Idleness  becomes  a 
requisite  of  decency,  as  also  does  the  "unproductive"  consumption  of 
goods.  "Conspicuous  consumption  of  valuable  goods  is  a  means  of 
reputability  to  the  gentleman  of  leisure."  Goods  are  considered  beau- 
tiful and  serviceable  "somewhat  in  proportion  as  they  are  costly." 
"The  dress  of  women  goes  even  farther  than  that  of  men  in  the  way  of 
demonstrating  the  wearer's  abstinence  from  productive  employment." 
The  corset,  for  example,  according  to  Veblen,  was  "substantially  a 
mutilation,"  undergone  to  make  its  wearer  "permanently  and  obviously 
unfit  for  work."  If  each  garment  "is  permitted  to  serve  for  but  a  brief 
term  .  .  .  the  wasteful  expenditure  on  dress  is  greatly  increased." 

Women's  fashions  have  altered  since  Veblen  wrote  his  book  on 
consumption,  and  the  professional  woman,  who  earns  a  good  living 
from  salary  or  commissions,  seems  in  our  generation  as  reputable  as 
other  women  who  content  themselves  with  housekeeping  and  social 
activities.  This  change  in  social  pattern  reduces  much  of  what  Veblen 
had  to  say  on  consumption  to  a  description  of  history.  He  described 
a  pattern  which  he  saw  in  the  society  in  which  he  lived.  That  the 
pattern  has  not  persisted  supports  the  general  thesis  of  institutional- 
ism:  that  behavior  follows  patterns  and  that  patterns  themselves 
change.  Looking  at  what  has  happened  to  consumption  patterns  since 
Veblen  s  time,  one  cannot  help  noticing  the  great  extension,  brought 
about  through  advertising,  in  the  power  of  the  businessman  to  in- 
fluence consumer  tastes.  With  this  in  mind,  we  might  classify  as 
essentially  Veblenian  such  a  book  as  The  Hidden  Persuaders  (1957), 
by  Vance  Oakley  Packard,  which  deals  with  this  subject.  Veblen's 
particular  interpretation  of  the  consumption  pattern  referred  to  his 
time.  The  essence  of  his  contribution  remains. 
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THE   BUSINESSMAN 


Veblen's  businessman  is  similarly  dated.  The  business- 
man whom  he  described  was  a  predatory  individual  of  the  1890's  or 
thereabouts,  who  pursued  money  wherever  he  could  find  it  and  had 
little  regard  for  either  the  workers  in  his  enterprises  or  the  consumers 
of  his  products.  The  capital  value  of  his  business  was  likely  to  be  the 
capitalized  value  of  an  income  which  reflected  exploitative  opportunity 
rather  than  earnings  from  assets  which  were  efficiently  organized  for 
the  purpose  of  satisfying  laudable  consumer  wants.  Often,  the  ap- 
parent managers  of  business  enterprises  were  no  more  than  represen- 
tatives of  large  businessmen-investors  of  this  kind,  of  whom,  perhaps, 
the  banker  John  Pierpont  Morgan  (1837-1913)  may  be  taken  as  a 

Veblen  had  very  little  personal  knowledge  of  the  operation  of 
American  business.  He  noticed  and  read  about  some  of  its  more  glaring 
imperfections.  They  resulted  from  the  onsurge  of  industry  under  con- 
ditions in  which  there  was  little  in  the  way  of  custom  or  rule  to  temper 
the  struggle  of  men  for  success. 

Like  the  consumption  pattern  which  Veblen  described,  however, 
the  pattern  of  business  ownership  and  management  has  altered.  By 
1959,  twelve  and  a  half  million  Americans  had  become  shareholders  in 
business  corporations.  Magnates  who  want  to  take  control  of  enter- 
prises whose  shares  are  widely  held  may  have  to  conduct  election 
campaigns  among  the  absentee  voters,  under  rules  set  by  a  regulatory 
authority.  Government  supervision  of  security  issues  helps  to  protect 
the  investor.  The  Justice  Department  of  the  federal  government  takes 
action  against  business  combinations  which  seem  designed  to  give 
monopoly  power.  Moreover,  the  personnel  picture  has  changed.  Large 
corporations  are  coming  to  be  run  by  managerial  teams  trained  for  the 
purpose.  Thus,  corporation  management  passes  from  the  magnate  to 
the  official,  to  the  individual  who  is  a  good  team  worker,  to  the  "or- 
ganization man."  This  term  is  taken  from  the  book  by  William  Holl- 
ingsworth  Whyte,  The  Organization  Man  ( 1956 ) ,  which  among  other 
things  describes  the  personality  and  activities  of  the  modern  business 
executive.  In  viewing  Veblen's  theory  of  the  business  enterpriser, 
therefore,  we  reach  the  same  conclusion  as  for  his  consumption  theory. 
The  pattern  which  he  described  was  that  of  his  time,  as  he  saw  it. 
It  has  changed  with  a  changing  environment.  Whyte's  book  can  be 
looked  upon  as  being  in  the  tradition  of  Veblen. 
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Veblen  spoke  of  an  "instinct  of  workmanship."  He  was  influenced 
here  by  the  American  psychologist,  William  James  (1842-1910),  who, 
in  The  Principles  of  Psychology  (1891),  had  viewed  instinct  as  being 
a  more  important  element  in  human  behavior  than  now  is  believed. 

Veblen's  views  on  the  instinct  of  workmanship  have  become  out- 
moded. It  is  not  only  social  arrangements  which  alter  with  the  passage 
of  time.  Knowledge  is  carried  forward.  Present-day  psychologists  hold 
the  opinion  that  human  behavior  is  affected  more  by  the  environment 
than  formerly  was  thought.  They  say  that  what  is  often  referred  to  as 
"human  nature"  is  only  considered  to  be  "natural"  because  we  are 
used  to  seeing  it.  With  this  development  in  psychological  thought  in 
mind,  we  can  visualize  the  possibility  that  the  government  of  Soviet 
Russia  may  be  as  successful,  in  due  course,  in  producing  a  man  who 
approaches  the  Hegelian  ideal  of  behaving  socially  (as  the  Soviet 
leaders  judge  this),  as  western  civilization  has  been  in  producing  a 
man  whose  independently-determined  wants  give  him  stature  as  a 
person  but  cause  continued  anxiety  to  sales  managers  and  to  those 
who  concern  themselves  with  political  campaigns. 


VEBLEN  S  PREDECESSORS  AND  SUCCESSORS 

We  have  seen  elsewhere  in  this  book  that  some  of  the 
views  which  in  the  present  chapter  are  identified  with  Thorstein 
Veblen  have  been  advanced  before.  Adam  Smith,  in  The  Theory  of 
Moral  Sentiments,  anticipated  something  of  what  Veblen  had  to  say 
on  the  subject  of  consumption.  Nassau  Senior  mentioned  the  possi- 
bility that  people's  desire  to  impress  others  may  provide  an  incentive 
for  saving.  John  Rae  considered  consumption  motives,  relating  them 
to  the  North  America  of  the  period  in  which  he  wrote,  in  his  State- 
ment of  Some  New  Principles  on  the  Subject  of  Political  Economy. 
As  an  illustration,  he  described  Cleopatra's  causing  a  valuable  pearl 
to  be  dissolved  so  that  she  might  consume  it  at  a  draught.  Rae  com- 
mented on  this  action: 

There  could  be  here  no  pleasure  in  the  taste  of  the  liquor,  that  must 
have  been  rather  disagreeable;  the  gratification  consisted  in  having  drunk 
what  no  one  else  could  afford  to  drink.1 

Rae  also  said: 


1  Rae's  book  was  edited  and  rearranged  by  C.  W.  Mixter  as  The  Sociological 
Theory  of  Capital  (London:  Macmillan  &  Co.  Ltd.,  1905).  See  p.  246  of  this 
edition. 
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All  the  ornaments  which  decorate  the  apartments  of  the  rich,  that  gilt 
work,  those  sculptures  which  art  and  taste  seem  to  have  formed  solely  to 
delight  the  mind,  are  nothing  but  a  sort  of  magical  characters,  presenting 
everywhere  this  inscription:  Admire  the  extent  of  my  riches.2 

Having  lived  in  Scotland  before  he  moved  to  North  America,  Rae 
gave  it  as  his  opinion  that  gold  watches  were  more  common  on  that 
continent  than  in  any  other  part  of  the  world  and  he  commented:  "It 
is  pure  vanity  that  leads  to  so  general  an  adoption  of  this  luxury."  He 
added  that  silver  watches  were  just  as  useful.  Europe  has  a  term, 
nouveau  riche  ( newly  rich ) ,  to  denote  people  who  have  only  recently 
acquired  much  wealth  and  have  not  yet  learned  how  to  handle  it 
properly.  No  doubt  there  was  an  element  of  this  in  the  conditions 
which  both  Rae  and  Veblen  described. 

It  is  a  very  diverse  group  of  economists  who  are  referred  to  as 
institutionalists.  They  can  be  classified  as  followers  of  Veblen  only 
because  they  have  seemed  to  draw  inspiration  from  him  or  to  take 
his  viewpoint  on  one  subject  or  another.  John  Rogers  Commons  ( 1862- 
1945)  studied  the  relation  between  legal  ideas  and  measures  and  the 
nature  of  capitalism;  he  also  gave  considerable  attention  to  labor  his- 
tory and  affairs.  Wesley  Clair  Mitchell  ( 1874-1948 )  published  studies 
on  the  business  cycle  which  have  become  classics.  Gardner  Coit  Means 
(1896-  )  has  investigated  price  inflexibility  as  well  as— along  with 
Adolph  Augustus  Berle  (1895-  )— the  nature  of  the  modern  cor- 
poration. Arthur  Frank  Burns  (1904-  )  and  Simon  Smith  Kuznets 
(1901-  )  have  studied  cycles  and  trends  in  national  output  and 
income. 

Frequently,  the  institutionalists  are  spoken  of  as  employing  in- 
ductive and  especially  statistical  methods  of  inquiry.  This  is  true  of 
some  economists  who  are  placed  in  the  group,  particularly  Mitchell, 
Burns,  and  Kuznets,  but  it  is  not  notably  true  of  Veblen  himself. 
Veblen  made  virtually  no  use  of  statistics.  His  historical  writings  were 
sketchy  and  appear  to  have  been  based  largely  on  secondary  sources. 
What  Veblen  had  to  say  was  not  altogether  new.  The  revolt  of  the 
German  historical  school  against  the  extremes  of  British  classical 
economics  partly  paralleled  Veblen's  own  attack  on  the  neoclassical 
school.  When  Veblen  did  his  writing,  however,  economics  in  America 
was  often  taught  as  a  rather  extreme  form  of  neoclassicism,  and  Veblen 
and  his  school  have  done  much  to  change  this.  The  realistic  studies 
which  have  been  undertaken  by  some  of  the  other  economists  dis- 

2  Ibid.,  p.  253. 
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cussed  in  this  section  have  furnished  basic  data  necessary  for  an 
understanding  of  the  modern  American  economy. 


RECENT    WRITERS    IN    THE    HISTORICAL 
TRADITION 

ECONOMIC  HISTORY 

Contemporary  with  the  appearance  of  the  institutional 
economics  of  Veblen  and  his  followers  in  the  United  States,  histori- 
cism  of  the  German  variety  continued  its  development.  In  the  English- 
speaking  countries,  the  persisting  dominance  of  economic  thought  by 
the  classical  tradition  saw  the  emergence  of  a  separate  field  of  study, 
economic  history.  If  the  orthodox  economists  and  historians  were  neg- 
lecting economic  change,  there  were  others  who  were  willing  to  fill 
the  gap.  William  Cunningham  was  a  pioneer  in  this  area.  He  taught 
first  at  Cambridge  University  and  later  at  King's  College,  London.  He 
also  held  church  positions,  becoming  Archdeacon  of  Ely.  His  book, 
The  Growth  of  English  Industry  and  Commerce,  is  a  classic  of  his- 
torical study  from  the  economic  viewpoint.  It  was  published  originally 
as  one  volume  in  1882  and  was  expanded  to  three  volumes  in  later 
editions.  Sir  John  Clapham,  also  a  Cambridge  professor,  continued  this 
type  of  work.  Interest  in  exploratory  studies  in  economic  history  spread 
very  rapidly  and  still  continues,  with  the  result  that  an  increasing 
number  of  monographs  are  becoming  available  on  many  aspects  of 
economic  development,  as  well  as  regional  inquiries  like  Cunning- 
ham's. 

RECENT  HISTORICISTS 

More  directly  in  the  tradition  of  the  German  histori- 
cal school,  and  classifiable  with  the  earlier  work  of  members  of  that 
group,  are  the  studies  of  Max  Weber  and  Werner  Sombart.  Weber 
(1864-1920)  taught  at  several  German  universities  and  his  essay 
entitled  The  Protestant  Ethic  and  the  Spirit  of  Capitalism  has  been 
mentioned  elsewhere.  Other  writings  of  Weber's  which  have  been 
translated  into  English  are  Wirtschaft  und  Gesellschaft  (1921,  trans- 


320 


Recent  Economics  and  the  Social  Whole 

lated  as  The  Theory  of  Social  and  Economic  Organization)  and  Wirt- 
schaftsgeschichte  (1923,  translated  as  General  Economic  History). 
Weber  perhaps  might  be  described  as  a  sociologist  who  has  interpreted 
sociology  so  broadly  that  it  has  included  economics  and  economic 
history,  being  indeed  a  comprehensive  study  of  society.  His  emphasis, 
nevertheless,  was  on  economics. 

Werner  Sombart's  greatest  book  is  Der  moderne  Kapitalismus 
("Modern  Capitalism,"  1902)  but  he  published  a  number  of  other 
studies.  Die  Juden  und  das  Wirtschaftslehen  (1911,  translated  as 
The  Jews  and  Modern  Capitalism),  Der  Bourgeois  (1913,  translated 
in  part  as  The  Quintessence  of  Capitalism),  and  Deutscher  Sozialis- 
mus  ( 1934,  translated  as  A  New  Social  Philosophy )  may  be  mentioned 
here.  The  last-named  work  aroused  contemporary  attention  because  in 
it  its  author  criticized  democracy  as  it  had  developed  and  showed 
sympathy  for  National  Socialism. 

In  his  writings  on  capitalism,  Sombart  visualized  the  private  enter- 
prise system  as  a  pattern  of  social  organization  which  was  molding  the 
entire  world  to  its  image  and  transforming  the  people  of  the  world 
into  a  disciplined  work  force  with  which  to  operate  its  production 
units.  Thus  far,  he  followed  Marx,  who  was  one  of  his  main  sources 
of  inspiration.  Unlike  Marx,  however,  Sombart  saw  capitalism  as  con- 
tinuing indefinitely  but  in  a  form  that  changed  with  the  passage  of 
time.  Thus,  the  co-operative  type  of  business  was  incorporated  in  the 
capitalist  system  and  there  was  a  growing  acceptance  of  government 
control. 

Joseph  Alois  Schumpeter  ( 1883-1950 )  had  been  a  professor  in  both 
Austria  and  Germany  before  moving  to  the  United  States,  where  he 
taught  at  Harvard  University.  Theorie  der  wirtschaftlichen  Entwick- 
lung  ("Theory  of  Economic  Development,"  1911),  Business  Cycles;  A 
Theoretical,  Historical,  and  Statistical  Analysis  of  the  Capitalist  Process 
(1939),  and  Capitalism,  Socialism,  and  Democracy  (1942)  are  his 
best  known  books.  The  History  of  Economic  Analysis  (1954)  was 
published  posthumously. 

Schumpeter  received  inspiration  from  both  the  classical  and  his- 
torical schools.  The  kernel  of  his  business  cycle  theory,  which  is  de- 
scribed in  Chapter  15,  was  essentially  classical,  and  yet  his  work  on 
cycles  incorporated  the  results  of  much  historical  and  statistical  re- 
search. His  Capitalism,  Socialism,  and  Democracy  dealt  with  the  pres- 
ent and  future  of  private  enterprise  capitalism.  In  this  book,  Schum- 
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peter,  like  Marx  before  him,  argued  that  capitalism  was  destroying 
itself.  Schumpeter  thought  that  this  destruction  was  coming,  not  be- 
cause of  the  failure  of  capitalism,  as  Marx  believed,  but  because  of 
its  success.  Schumpeter  said  that,  with  the  growth  in  size  of  the  busi- 
ness unit,  the  enterpriser  as  such  was  becoming  obsolete.  Innovations 
were  coming  to  be  the  routine  work  of  specialized  teams  of  researchers. 
The  same  was  true  of  business  administration.  Thus,  the  successors 
of  the  individualistic  enterprisers,  whose  activities  had  built  up  modern 
capitalism,  had  become  members  of  a  salaried  class.  Schumpeter 
thought  that  managerial  employees  did  not  identify  themselves  with 
the  interests  of  the  shareholders,  and  that  the  latter  in  most  cases 
were  no  more  than  absentee  investors.  Discontented  intellectuals 
spearheaded  a  growing  criticism  of  private  capitalism  and,  with  the 
support  of  the  labor  unions,  they  pressed  society  toward  socialism. 

These  views  of  Schumpeter's  seem  to  have  been  formed  mainly  in 
the  socialistic  period  which  followed  World  War  I  in  Europe  and 
during  the  great  depression  of  the  1930's  in  America.  During  that  de- 
pression, particularly,  it  appeared  to  many  beside  Schumpeter  that 
capitalism  had  lost  its  vigor  and  that  the  American  economy  was 
reaching  a  stage  of  stagnation.  Although  the  capitalism  of  the  1950's 
was  much  more  vigorous  than  that  of  the  1930's,  the  years  since  World 
War  II  did  not  see  a  return  to  the  system  of  relatively  free  enterprise 
which  prevailed  in  America  at  the  beginning  of  the  century.  The 
economic  system  was  now  clearly  a  mixed  one,  in  which  private  enter- 
prise operated  in  a  milieu  of  government  control. 

Belonging,  perhaps,  in  this  discussion  are  the  Webbs,  Sidney  ( Baron 
Passfield)  and  his  wife  Beatrice.  Sidney  Webb  was  a  leader  of  the 
Progressive  Party  on  the  London  County  Council.  Later,  he  served  in 
Parliament  and  was  a  member  of  Labour  Party  cabinets.  With  his  wife, 
he  helped  to  develop  the  London  School  of  Economics.  In  partner- 
ship the  two  wrote  voluminously  on  labor,  poor  relief,  and  local  gov- 
ernment. The  History  of  Trade  Unionism  (1894),  Industrial  Democ- 
racy (1897),  and  English  Local  Government  (1906-1929),  the  latter 
including  a  history  of  the  English  poor  law,  are  their  more  important 
writings.  Industrial  Democracy  is  noteworthy  for  its  deep  insight  into 
the  conditions  of  the  worker  in  relation  to  his  work  It  looked  broadly 
at  the  whole  man,  on  his  moral  ideas  and  psychological  reactions,  as 
well  as  on  the  economics  of  the  labor  market.  It  can  be  called  a  British 
example  of  historicism  or  institutionalism  at  its  best. 
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ECONOMIC    AGGREGATES     AND    ECONOMETRICS 


NATIONAL   INCOME   AND   BUSINESS    MOVEMENTS 

Sharing  with  historicism  and  institutionalism  a  view 
of  the  economy  as  a  set  of  complex  relationships,  and  putting  quanti- 
tative data  behind  such  a  viewpoint,  is  the  work  on  national  income 
aggregates  and  business  movements  which  has  been  done  in  increasing 
volume  from  about  the  time  of  World  War  I. 

The  investigation  made  by  Sir  Josiah  Charles  Stamp  (later  Baron 
Stamp,  1880-1941),  whose  results  were  published  in  British  Incomes 
and  Property  (1916),  helped  to  pave  the  way.  Stamp  and  Sir  Arthur 
Lyon  Bowley  (1869-1957),  both  separately  and  in  collaboration, 
published  other  studies  of  the  national  income  as  a  whole  and  of  its 
parts.  Their  main  contributions  in  the  field  were  Stamp's  book,  Wealth 
and  Taxable  Capacity  (1922)  and  his  paper  on  "The  Wealth  and  In- 
come of  the  Chief  Powers"  (1919),  included  in  Current  Problems  of 
Finance  and  Government  (1924);  The  National  Income,  1924,  A 
Comparative  Study  of  the  Income  of  the  United  Kingdom  in  1911 
and  1924  (1927),  by  Bowley  and  Stamp;  and  Bowley's  Division  of  the 
Product  of  Industry,  An  Analysis  of  National  Income  before  the  War 
(1919);  his  Changes  in  the  Distribution  of  the  National  Income,  1880- 
1913  (1920);  and  his  Wages  and  Income  in  the  United  Kingdom  since 
1860  (1937).  Stamp  was  a  British  civil  servant  who  later  became  head 
of  a  leading  railway  company  and  Bowley  was  professor  of  statistics 
at  the  University  of  London. 

An  article  on  "The  Wealth  of  Canada  and  Other  Nations,"  (1919), 
by  Robert  Hamilton  Coats  ( 1874-  ) ,  Dominion  Statistician  and  Con- 
troller of  the  Census  in  Canada,  was  another  pioneering  work.3 

In  the  United  States,  Wesley  Mitchell's  first  study  in  the  area  of 
economic  fluctuations  appeared  under  the  title  of  Business  Cycles  in 
1913;  his  Business  Cycles:  the  Problem  and  its  Setting  was  published 
in  1927.  Other  works  by  Mitchell  on  this  subject  are  mentioned  in 
Chapter  15.  Wealth  and  Income  of  the  People  of  the  United  States, 
by  Willford  Isbell  King,  was  published  in  1915,  and  King's  book  on 
3  Journal  of  the  Canadian  Bankers'  Association  [Canadian  Banker],  October,  1919. 
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The  National  Income  and  its  Purchasing  Power  in  1930.  The  year 
1934  saw  the  appearance  of  other  studies:  Production  Trends  in  the 
United  States  since  1870,  by  Arthur  Frank  Burns,  as  well  as  two  other 
important  works,  America's  Capacity  to  Produce,  by  Edwin  Griswold 
Nourse  in  association  with  Frederick  Gale  Tryon,  Horace  Bookwalter 
Drury,  Maurice  Leven,  Harold  Glenn  Moulton,  and  Cleona  Lewis; 
and  America's  Capacity  to  Consume,  by  Maurice  Leven,  Harold 
Moulton,  and  Clark  Warburton.  Simon  Kuznets  published  National 
Income  and  its  Composition,  1919-1938  (1941),  National  Product 
since  1869  (1946),  and  Shares  of  Upper  Income  Groups  in  Income 
and  Savings  (1953). 

Over  the  years,  an  increasing  quantity  of  statistical  data  have  be- 
come available  and  techniques  have  been  devised  for  utilizing  these 
data  in  economic  analysis.  The  work  done  by  the  National  Bureau 
of  Economic  Research  is  outstanding  in  this  connection.  Wesley 
Mitchell,  who  taught  at  the  University  of  California  and  at  Columbia 
University,  was  active  in  organizing  the  Bureau  in  New  York  in  1920 
and  he  served  for  some  years  as  director.  The  later  work  of  King  and 
that  of  Burns  and  Kuznets  was  done  under  the  auspices  of  the  Bureau. 
America's  Capacity  to  Produce  and  America's  Capacity  to  Consume 
were  published  by  the  Brookings  Institution,  which  was  established 
in  Washington  in  1916  and  has  produced  a  number  of  monographs 
on  various  aspects  of  economics,  especially  those  involving  inductive 
inquiry.  This  indeed  characterizes  all  the  works  mentioned  in  the 
present  section,  those  named  being  drawn  from  a  much  larger  number. 

Surveying  these  writings  as  a  whole,  it  must  be  said  that  they  have 
done  much  to  back  economic  opinion  with  data.  Bowley  and  Kuznets 
brought  to  light  some  long-term  trends  in  total  national  income  and 
in  income  sharing.  Burns'  Production  Trends  showed  that  industries 
have  grown  and  declined;  that  stability  in  the  past  has  been  a  rare 
phenomenon.  Mitchell  explored  the  mechanism  of  the  business  cycle 
(his  work  on  this  subject  is  examined  further  in  Chapter  15).  Super- 
ficially, the  lessons  drawn  were  not  always  in  agreement.  Thus,  Amer- 
ica's Capacity  to  Consume  indicated  that  the  distribution  of  income 
had  become  more  unequal  over  the  period  of  business  upswing  from 
the  slump  which  followed  World  War  I  to  the  top  of  the  boom  of 
1929.  On  the  other  hand,  Kuznets'  Shares  of  Upper  Income  Groups 
gave  data  over  a  longer  period  and  reaching  nearer  to  the  present 
time.  He  brought  out  a  trend  toward  greater  equality. 

Research  continued  to  advance  after  World  War  II.  An  English 
worker  in  this  field,  (John)  Richard  (Nicholas)  Stone  (1913-     )  of 
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Cambridge  University,  submitted  a  report  on  "Definition  and  Measure- 
ment of  the  National  Income  and  Related  Totals"  (1946)  to  a  sub- 
committee of  League  of  Nations  statistical  experts.  An  international 
association  for  research  in  income  and  wealth  was  organized  in  1947. 
Under  the  auspices  of  this  association,  a  series  of  volumes  have  been 
issued  under  the  title  Income  and  Wealth  (1951  onward),  collecting 
studies  in  the  field  conducted  in  various  countries. 

The  problem  of  international  comparison  of  data  had  attracted 
attention  since  the  beginning  of  this  type  of  research.  It  was  raised 
by  Stamp's  paper  on  "The  Wealth  and  Income  of  the  Chief  Powers ." 
Colin  Grant  Clark  ( 1905-  )  tackled  the  problem  in  his  book  on  The 
Conditions  of  Economic  Progress  ( 1940  and  later  editions ) .  Clark  had 
held  a  government  position  in  Australia  and  subsequently  became 
associated  with  Oxford  University.  In  his  book,  he  expressed  income 
in  the  different  countries  in  terms  of  "international  units"  which  rep- 
resented dollars  of  constant  purchasing  power. 

It  can  be  questioned  whether  the  solution  is  so  simple  as  this. 
People  live  differently  in  different  places,  and  a  widely  differing  pro- 
portion of  the  goods  they  consume  passes  through  the  market  place 
for  monetary  valuation.  A  criticism  made  by  Keynes  in  his  Treatise 
on  Money*  of  a  procedure  offered  by  Irving  Fisher  in  The  Making  of 
Index  Numbers,  called  "the  crossing  of  formulae,"  developed  this  point. 
Sally  Herbert  Frankel  (1903-  ),  formerly  at  the  University  of  Jo- 
hannesburg and  subsequently  of  Oxford  University,  dealt  with  the 
problem  of  differing  standards  of  valuation  in  a  paper  entitled  "Con- 
cepts of  Income  and  Welfare— in  Advanced  and  Under-developed  So- 
cieties—with Special  Reference  to  the  Intercomparability  of  National 
Income  Aggregates"  (1951).5  The  difficulty  is  partly  that  to  which 
Lauderdale  referred  in  his  criticism  of  Adam  Smith— market  values 
do  not  properly  represent  human  satisfactions.  Moreover,  satisfactions 
may  mean  very  different  things  to  people  in  different  civilizations. 

MARGINAL  PRODUCTIVITY  AND  THE   PRODUCTION 
FUNCTION 

Another  line  of  advance  in  the  study  of  economic  ag- 
gregates was  opened  when  Charles  Cobb  and  Paul  Howard  Douglas 

4  Treatise  (London  and  New  York:  Macmillan  &  Co.  and  Harcourt,  Brace  &  Co., 
1930),  I,  111-115. 

5  See  Income  and  Wealth,  Series  III,  ed.  Milton  Gilbert  (Cambridge:  Bowes  & 
Bowes,  1953),  pp.  156-168. 
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presented  a  paper  on  "A  Theory  of  Production"  to  the  American  Eco- 
nomic Association  in  1927.6  Using  American  statistics  for  the  years 
down  to  1922  covering  total  output,  man-years  of  labor,  and  amount  of 
capital  employed,  an  equation  was  derived  which  showed  additions  to 
labor  as  being  responsible  for  three-fourths  of  the  amount  of  output 
added,  and  additions  to  capital  for  one-fourth.  The  share  of  labor  in 
total  income  roughly  coincided  with  labor's  additions  to  output,  giving 
general  support  to  the  marginal  productivity  theory  of  distribution, 
or  so  it  was  thought.  Also,  the  linear  nature  of  the  equation  suggested 
that  output  might  be  increased  over  a  considerable  range,  under 
constant  cost  conditions.  Douglas'  book,  The  Theory  of  Wages  (1934), 
incorporated  and  extended  this  work.  Douglas  ( 1892-  )  himself  is  of 
interest  as  being  a  professional  economist  who  moved  into  politics. 
Having  been  professor  at  the  University  of  Chicago,  he  became  United 
States  Senator  for  Illinois. 


DEMAND   AND   COST    STUDIES 

Pioneering  work  of  a  different  sort  was  done  by  Henry 
Schultz  (1893-1938),  whose  book,  The  Theory  and  Measurement  of 
Demand  (1938),  was  his  principal  contribution.  Schultz  made  a  sta- 
tistical study  of  the  demand  for  sugar,  obtaining  figures  on  price 
elasticity  and  income  elasticity,  and  showing  how  these  elasticities 
changed  over  the  time  covered  by  his  investigations.  The  Dynamics 
of  Automobile  Demand  ( 1939 )  presented  the  results  of  another  early 
investigation,  undertaken  in  this  instance  for  General  Motors  Corpo- 
ration. Statistical  Determination  of  Costs,  with  Special  Reference  to 
Marginal  Costs  ( 1939 ) ,  by  Joel  Dean  ( 1906-  ),  was  an  early  example 
of  a  cost  study  of  a  type  which  has  been  continued.  Out  of  such  in- 
vestigations of  individual  firms  or  industries  has  come  the  finding  that 
conditions  in  which  output  expansion  takes  place  with  constant  costs 
may  be  commoner  than  has  been  supposed  by  economists  in  the  past. 

INPUT-OUTPUT   COMPUTATION   AND   THE   WALRASIAN 
SYSTEM 

In  the  decades  following  World  War  I,  two  serious 
and  urgent  problems  arose.  First  was  that  presented  by  the  major 

<:  Published  in  American  Economic  Review,  Supplement  (Tapers  and  Proceedings) , 
XVIII   (1928),   139-165. 
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depression  which  in  the  United  States  reached  its  most  severe  phase 
in  the  early  1930's.  Then,  in  the  late  1930's  and  early  1940's,  the  west- 
ern nations,  including  America,  were  faced  with  the  question  of  how 
their  resources  could  best  be  mobilized  for  defense  and  for  war.  The 
first  problem  was  that  of  how  to  get  idle  resources  into  use;  the  second 
was  the  opposite— how  to  handle  a  scarcity  of  resources. 

A  growing  volume  of  usable  statistical  data  was  becoming  available. 
Partly,  this  was  a  result  of  the  extension  of  government  activities,  as 
with  income  tax  and  social  security  information.  Interest  aroused  by 
pioneering  studies  such  as  those  of  Stamp  and  Bowley  in  Britain,  of 
Mitchell  and  King  in  the  United  States,  and  of  Coats  in  Canada,  was 
another  factor  which  led  to  appropriate  statistical  tabulations  being 
made.  The  pressing  nature  of  the  problems  themselves  provided  an- 
other impetus. 

Wassily  Leontief  (1905-  ),  of  Harvard  University,  began  the 
studies  of  the  economy  as  a  whole  whose  results  were  published  in 
The  Structure  of  the  American  Economy,  1919-1929:  An  Empirical 
Application  of  Equilibrium  Analysis  ( 1941 ) .  A  later  version  appeared 
as  The  Structure  of  the  American  Economy,  1919-1939,  with  the  same 
subtitle  (1951).  Studies  in  the  Structure  of  the  American  Economy: 
Theoretical  and  Empirical  Explorations  in  Input-Output  Analysis  was 
published  in  1953. 

Leontiefs  object  was  to  produce  what  he  called  a  "structural 
model"  referring  to  the  United  States  over  a  specified  period.  Es- 
sentially he  attempted  to  provide  a  modified  and  limited  solution  of 
the  Walrasian  system  of  equations  for  the  United  States  in  his  period. 

Walras  had  said  nothing  about  aggregation  of  production  by  in- 
dustry, so  presumably  his  system  would  include  separate  equations 
for  each  good  and  for  each  factor  of  production.  When  it  is  remem- 
bered that  every  good  which  has  a  substantial  difference  from  other 
goods  ( such  as  one  type  of  automobile )  is  to  be  counted  as  a  separate 
good,  and  every  specialized  production  factor  (like  one  variety  of 
skilled  labor  or  one  kind  of  machine )  has  to  be  looked  upon  as  a  sep- 
arate factor  of  production,  it  can  be  seen  that  the  number  of  equations 
required  for  the  solution  of  the  system  would  be  enormous.  Leontiefs 
work  in  its  later  stages  was  much  facilitated  by  the  development  of 
the  electronic  computer,  but  even  with  this  assistance  a  solution  of 
the  system  as  Walras  stated  it  would  have  been  impracticable  within 
any  reasonable  time.  Moreover,  not  all  the  necessary  data  were  avail- 
able. Leontief  therefore  aggregated  production  by  industries.  Forty- 
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five  industries  were  included  in  his  original  study.  Later,  the  number 
was  increased  considerably.  Household,  government,  and  "foreign" 
(that  is,  imports  and  exports)  categories  were  counted  as  industries, 
making  it  possible  to  account  for  all  transactions  between  the  differ- 
ent sectors  of  the  economy. 

Leontief  prepared  what  came  to  be  known  as  input-output  sched- 
ules or  tables,  showing  how  the  total  output  of  each  industry  was 
divided  between  its  various  uses.  It  might  be  employed  (1)  within 
the  industry  itself,  (2)  as  raw  materials  or  production  factors  for  the 
various  other  industries,  or  (3)  for  final  consumption  by  households, 
for  use  by  the  government,  or  for  export  to  the  foreign  sector.  Each 
output  was  an  input.  Thus,  coal  used  in  steel  making  was  an  output 
for  coal  mining  and  an  input  for  steel  manufacture;  labor  so  used 
was  an  output  for  households  and  an  input  for  steel. 

The  schedule  so  obtained  served  as  a  basis  for  mathematical  an- 
alysis to  determine  the  "structural"  relations  or  associations  between 
the  various  quantities,  linear  equations  being  developed  to  represent 
these  relationships.  This  was  equivalent  to  the  solution  of  the  Wal- 
rasian  system,  so  far  as  Leontief  went  in  that  direction.  Some  of  the 
assumptions  made  by  Walras  were  continued  by  Leontief.  Thus,  de- 
mands were  assumed  to  be  equal  to  supplies.  The  cost  of  each  input 
item  was  assumed  to  be  given  by  multiplying  the  quantity  and  price 
of  each  ingredient  or  production  factor  employed  in  making  it.7  In- 
ventory changes  were  neglected.  The  existence  of  joint  products  was 
ignored.  Leontief  also  introduced  a  limitation  not  present  in  the  sys- 
tem of  Walras.  He  assumed  that  demands  were  unaffected  by  price 
changes.8  In  addition,  he  assumed  that  the  proportionate  use  of  pro- 
duction factors  or  inputs  did  not  alter  as  output  increased.  There  were 
no  "returns  to  scale":  diminishing  or  increasing  returns  were  not  ex- 
perienced as  the  scale  of  output  increased.  This  is  what  using  linear 
equations  as  production  functions  meant.9  Economists  had  become 
accustomed  to  paying  considerable  attention  to  the  effects  of  price  on 

7  See  the  third  set  of  the  equations  of  Walras,  as  given  in  the  footnote  on  page 
279,  Chapter  12. 

*  The  first  set  of  Walras'  equations,  as  given  on  page  278  of  Chapter   12,  took 
account  of  price  effects  on  demands. 
y  Output  increased  by  simple  multiples  of  inputs.  Thus: 
Ox  =  qt  pi  +  q2  p2 .  .  .  qn  pn 
where  Oi  is  the  value  of  the  output  of  a  particular  industry    (say,  steel),  qi  is 
the  quantity  of  an  input  (say,  coal),  px  is  the  price  of  a  unit  of  this  input,  q*.  is 
the  quantity  of  another  input  (say,  iron  ore),  p2  is  the  price  of  a  unit  of  this 
input,  and  so  on  until  the  last  or  n'th  input  item. 
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demand,  and  to  conditions  of  diminishing  and  increasing  returns,  so 
these  limitations  of  Leontief's  system  appeared  serious  ones. 

Nevertheless,  Leontief  produced  something  that  had  not  been 
obtained  before  and  which  proved  to  have  important  uses.  How  best 
could  the  economy's  resources  be  allocated  for  war  production?  What 
would  be  the  effects  of  a  specified  change  in  imports  or  exports  on  the 
other  sectors  of  the  economy?  Useful  starting  points  toward  the  solu- 
tion of  these  and  other  problems  were  to  be  found  in  the  input-output 
schedules,  and  projecting  forward  the  relationships  which  Leontief 
had  established  between  the  various  aggregates  seemed  an  appropri- 
ate procedure. 

The  last  point  draws  notice  to  a  weakness.  Computed  relationships 
for  a  past  period  are  not  necessarily  stable  enough  for  projection  into 
the  future  with  accuracy.  Also,  monetary  circulation  is  neglected.  The 
possession  of  enough  money  to  buy  the  outputs  at  satisfactory  prices, 
and  the  will  to  spend  it,  are  necessary  conditions  if  demands  are  to 
continue  to  equal  supplies. 


ECONOMIC   FLUCTUATIONS 

Studying  the  problem  presented  by  fluctuations  in 
aggregate  output  and  employment,  Gottfried  Haberler  (1900-  ), 
formerly  of  the  University  of  Vienna  and  later  of  Harvard  University, 
prepared  for  the  League  of  Nations  a  book  on  Prosperity  and  Depres- 
sion (1937).  This  was  followed  by  an  ambitious  attempt  under  the 
same  auspices  by  the  Dutch  statistician  and  economist,  Jan  Tin- 
bergen  (1903-  ),  to  develop  a  set  of  best-fit  equations  by  multiple 
correlation  procedure,  with  a  view  to  checking  prevailing  opinions 
on  the  relative  importance  of  the  various  factors  thought  to  be  infl- 
ential  in  controlling  business  movements.  The  results  were  published 
in  Statistical  Testing  of  Business  Cycle  Theories  (1939).  This  work 
appeared  in  two  volumes,  the  first  being  subtitled  A  Method  and  its 
Application  to  Investment  Activity  and  the  second  Business  Cycles  in 
the  United  States  of  America,  1919-1932. 

Under  the  sponsorship  of  the  Cowles  Commission  for  Research  in 
Economics,  Lawrence  Robert  Klein  published  a  similar  study,  Eco- 
nomic Fluctuations  in  the  United  States,  1921-1941  (1950).  As  a  re- 
sult of  both  Tinbergen's  and  Klein's  researches,  values  were  placed 
on  the  extent  and  direction  of  the  influences  of  a  number  of  factors 
related  to  the  levels  of  aggregate  output  and  income,  and  on  leading 
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output  and  income  components.  Klein's  studies  were  continued  and 
a  book  describing  their  further  results  appeared  in  1955  as  An  Eco- 
nometric Model  of  the  United  States,  1929-1952,  with  Klein  and  Arthur 
Stanley  Goldberg  as  authors.  In  this  study,  the  set  of  equations  which 
was  developed  for  the  years  to  1950  was  used  to  make  forecasts  for 
1953  and  1954. 


ECONOMIC    MODELS 

Such  researches  as  those  of  Leontief,  Schultz,  Tin- 
bergen,  and  Klein  are  examples  of  the  development  of  what  have 
come  to  be  called  "economic  models,"  or— in  these  instances— as  "eco- 
nometric models."  Defining  a  model  as  a  formal  set  of  quantitative 
relationships,  it  is  evident  that  the  use  of  models  in  economics  goes 
back  a  long  way.  The  demand-supply  graph,  which  is  employed  in 
elementary  economics  classes  to  illustrate  pricing  in  a  particular 
market,  is  a  simple  economic  model  that  is  familiar  to  most  students 
of  the  subject.  Another  well-known  model,  algebraic  in  this  case,  is 
Irving  Fisher's  equation  for  the  determination  of  the  price  level.  A 
more  complex  model,  which  is  geometrical,  is  the  so-called  cobweb. 

The  cobweb  was  designed  to  show  the  price-quantity  relationships 
which  exist  under  certain  production  and  market  conditions,  with 
continuing  and  relatively  constant  oscillations  of  quantity  and  price 
around  their  "equilibrium"  points  ("stable  cobwebs"),  increasing  os- 
cillation ("explosive  cobwebs"),  and  diminishing  oscillation  ("damp- 
ened cobwebs").  The  cobweb  model  has  been  applied  particularly 
to  certain  agricultural  products.  The  model  was  developed  by  Henry 
Schultz,  Jan  Tinbergen,  and  a  German,  Arthur  Hanau,  all  of  whom 
published  papers  in  German  on  the  subject  around  1930.  Mordecai 
Joseph  Brill  Ezekiel  ( 1899-  ) ,  an  economist  and  statistician  who  was 
in  the  federal  government  service  before  joining  the  staff  of  the  Food 
and  Agriculture  Organization  of  the  United  Nations  (FAO),  de- 
scribed this  earlier  work  and  restated  the  theory  in  an  article  entitled 
"The  Cobweb  Theorem,"10  published  in  1938. 

The  term  "econometric  model"  is  employed  to  refer  to  an  economic 
model  in  the  preparation  of  which  statistical  data  have  been  used, 
with  the  result  that  the  model  does  not  refer  to  an  abstract  situation 
but  approximates  reality.  The  work  of  Schultz,  Tinbergen,  and  Klein, 
and  also  that  of  Leontief,  is  to  be  put  in  the  category  of  econometric 

1U  Quarterly  Journal   of   Economics,   LXII    (Feb.    1938),   255-280.    Reprinted    in 
Readings  in  Business  Cycle  Theory  (Philadelphia:  Blakiston,  1944),  pp.  422-442. 
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models.  Schultz  developed  an  econometric  model  for  the  demand  for 
sugar,  Tinbergen  and  Klein  econometric  models  for  the  dynamics  of 
national  output  and  income,  and  Leontief  for  the  industrial  distribu- 
tion of  the  national  input  and  output. 

Two  limitations  on  work  of  this  nature  immediately  appear.  In  the 
first  place,  human  decisions  and  behavior  in  a  society  are  part  of  a 
complex  which  includes  elements  that  are  outside  the  scope  of  eco- 
nomics, as  well  as  those  referring  to  economics  as  ordinarily  defined. 
In  particular,  psychological  factors  are  involved.  Keynes  perceived 
this  when,  in  his  General  Theory  of  Employment,  Interest  and  Money, 
he  made  the  statement  quoted  in  Chapter  15  to  the  effect  that  the 
downturn  of  a  business  cycle  was  precipitated  by  a  change  in  ex- 
pectations. Nothing  was  included  in  the  Tinbergen  and  Klein  models 
which  could  be  counted  as  a  measure  or  signal  of  expectation  changes. 
The  economic  results  of  an  alteration  in  expectations  get  into  a  model 
prepared  afterward,  but  the  psychological  elements  which  cause  the 
expectation  changes  are  not  included. 

The  second  limitation  is  that  mentioned  already  in  connection  with 
input-output  computations  and  the  structural  relationships  developed 
from  these.  For  models  such  as  those  of  Tinbergen,  Klein,  and  Leon- 
tief to  be  reliable  in  forecasting,  it  is  necessary  that  the  so-called 
constants  of  the  model  remain  truly  constant.  All  the  evidence  sug- 
gests that  the  observed  relationships  which  are  reflected  in  the  com- 
puted "constants"  are  no  more  than  generalizations  whose  values  refer 
to  particular  conditions.  This  does  not  mean  that  the  models  are  use- 
less for  forecasting  purposes,  but  that  they  need  to  be  used  cautiously 
and  with  a  continual  watchfulness  for  signs  of  change.  A  less  obvious 
limitation  exists  in  the  presence  of  interrelationships  and  interdepend- 
ence between  factors  assumed  in  the  model-building  to  be  independent. 
An  example  is  the  interdependence  of  quantity  of  money,  velocity  of 
money,  and  volume  of  trade  in  the  Fisher  equation  referring  to  the 
price  level  discussed  in  Chapter  13. 


LINEAR   PROGRAMING 

Another  feature  of  recent  quantitative  economics  is 
the  development  of  "linear  programing."  The  problem  of  allocating 
a  fixed  quantity  of  resources  among  the  various  possible  uses  for  these 
resources  has  long  been  regarded  as  a  cardinal  one  in  economic  study. 
How  is  the  available  amount  of  a  particular  factor  of  production  to 
be  divided  among  the  various  final  goods?  How  are  the  available 
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quantities  of  all  resources  to  be  so  distributed?  How  can  the  inputs 
required  for  a  particular  volume  of  output  be  minimized?  To  take  a 
problem  of  the  last  kind,  and  one  which  played  a  part  in  the  develop- 
ment  of  linear  programing,  how  can  the  cost  of  the  food  ingredients 
necessary  to  sustain  a  person  be  minimized?  (In  other  words,  what  is 
the  least-cost  diet  which  will  maintain  a  person,  given  existing  market 
prices  for  the  various  foods?)11 

The  procedure  of  linear  programing  was  developed  during  World 
War  II  to  discover  how  to  minimize  shipping  distances  for  the  ves- 
sels available,  and  how  to  allocate  the  limited  labor  and  materials 
supplies  between  the  various  uses.  As  its  name  indicates,  the  pro- 
cedure assumed  that  there  were  linear  or  constant  relationships  con- 
necting inputs  and  outputs,  and  that  the  prices  of  inputs  were  unaf- 
fected by  the  quantities  used.  Hence,  the  input-output  relationships 
could  be  represented  by  linear  equations.  By  using  certain  procedures, 
curved  relationships  in  some  cases  could  be  handled. 

An  important  pioneer  study,  based  on  research  for  the  United  States 
Air  Force,  was  that  of  George  Dantzig  on  "Maximization  of  a 
Linear  Function  of  Variables  Subject  to  Linear  Inequalities."12  The 
mention  of  "inequalities"  in  the  title  of  this  paper  refers  to  limita- 
tions which  practical  conditions  impose  on  the  mathematics.  (Thus, 
the  input  of  any  production  factor  cannot  be  less  than  zero  nor  more 
than  the  amount  of  the  factor  which  is  available;  and  the  output  of 
the  product  cannot  be  less  than  zero.) 

This  form  of  analysis  requires  the  preparation  of  a  number  of  in- 
terconnected linear  equations,  each  of  which  represents  a  partial  pro- 
duction function  (that  is,  a  relationship  between  the  quantities  of 
certain  input  items  or  factors  of  production,  and  the  volume  of  out- 
put which  results  from  the  use  of  these  input  items.13  The  electronic 
computor  affords  a  speedy  means  of  solving  an  entire  set  of  equations 
which  incorporates  the  various  partial  production  functions  referring 
to  a  particular  product. 

The  practical  usefulness  of  linear  programing  in  business  manage- 

11  See  Stigler,  G.  J.,  "The  Cost  of  Subsistence,"  in  Journal  of  Farm  Economics, 
XXVII  (1945),  303-314.  Stigler  solved  this  problem  by  comparing  a  number  of 
possible  budgets,  not  by  linear  programing,  strictly  speaking,  because  linear  pro- 
graming involves  a  comparison  of  all  possible  budgets.  G.  Dantzig  and  J.  Lader- 
man  solved  the  problem  in  1947  by  linear  programing. 

12  Included  in  Activity  Analysis  of  Production  and  Allocation,  ed.  T.  C.  Koopmans 
(New  York:  John  Wiley  &  Sons,  1951).  Dantzig's  study  was  done  before  that  date. 

13  See  footnote  on  page  328  for  an  example  of  a  production  function  referring  to 
materials.  Another  might  have  reference  to  labor. 
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merit  proved  to  be  great.  For  example,  a  railway  company  which  had 
access  to  a  computer  could  find  out  quickly  how  best  to  use  its  freight 
cars  at  any  particular  time.  Large  corporations  began  purchasing  or 
renting  computers  to  assist  them  in  solving  problems  of  production 
management.  Other  firms  were  established  for  the  purpose  of  sup- 
plying computer  service  on  a  commercial  basis.  Agricultural  econo- 
mists began  to  make  use  of  the  procedures  of  linear  programing  to 
obtain  data  with  which  to  advise  farmers  on  managerial  practices. 

A   STUDY  METHODOLOGY  FOR  AN   INTERRELATED  WHOLE? 

Taking  account  of  the  ways  in  which  the  procedures 
of  mathematical  analysis  have  come  to  be  employed  in  economics— 
the  application  of  the  theory  of  games  to  market  decisions  ( mentioned 
in  Chapter  13),  econometric  models,  and  linear  programing— we  find 
that  economic  study  and  research  have  become  increasingly  mathe- 
matical in  recent  years.  People  whose  training  has  been  primarily  in 
mathematics  or  who  have  done  considerable  work  in  this  field  have 
been  increasingly  turning  their  attention  to  economic  investigation. 
Indeed,  such  individuals  have  made  possible  the  development  of 
mathematical  economics.  At  the  same  time,  the  availability  of  statisti- 
cal data  and  the  development  of  procedures  for  analyzing  it  have 
given  practical  foundation  to  aspects  of  economic  study  (such  as  the 
theory  of  consumption)  which  previously  were  largely  abstract  in 
their  nature. 

Yet  it  is  clear  that  there  are  many  possibilities  of  abuse.  The 
data  of  economics  are  often  unprecise  and  the  interrelationships  be- 
tween these  data  frequently  change.  An  impressive  model  may  be 
constructed  on  the  basis  of  experience  in  a  particular  time  or  situation 
which  may  not  reflect  what  happens  in  another  time  or  a  different 
situation.  To  say  this  is  not  to  imply  that  the  examination  and  analysis 
of  quantitative  relationships  in  economics,  and  in  society  as  a  whole, 
are  foolish  activities.  Often,  the  economist  can  see  cross  pulls  in  the 
society  which  he  is  examining,  and  it  is  only  by  attempting  to  evalu- 
ate the  quantitative  importance  of  the  different  forces  that  he  can 
provide  himself  with  any  basis  for  predicting  what  might  occur  in 
situations  that  are  as  yet  unexamined.  The  future  has  to  be  faced,  and 
plans  have  to  be  made  beforehand  for  facing  it.  Forecasting  therefore 
becomes  necessary  in  society. 
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CHAPTER   15 


EMPLOYMENT 

AND 

BUSINESS  CYCLES 


Theories  of  business  prosperity  and  depression  have 
aroused  such  interest  in  economics  in  recent  years  that  there  is  much 
to  be  said  for  tracing  their  development  independently  of  the  particu- 
lar schools  of  economists  to  which  their  sponsors  have  belonged. 

Historical  records  show  that  involuntary  unemployment  has  existed 
to  a  more  or  less  serious  extent  at  various  times  in  the  past.  What  has 
been  called  the  enclosure  movement,  which  proceeded  apace  in  six- 
teenth-century England,  evidently  caused  considerable  unemployment. 
The  open-field  farms,  which  had  been  cultivated  by  peasants  who 
each  held  a  very  small  area  although  all  shared  in  the  cultivation 
operations,  were  fenced  and  used  for  sheep.  Much  labor  on  the  land 
was  rendered  redundant,  and  it  was  only  gradually  that  the  surplus 
workers  were  absorbed  into  other  fields  of  activity.  In  sixteenth-cen- 
tury England,  too,  we  have  evidence  of  something  akin  to  the  modern 
business  depression  in  manufacturing  industry.  Weavers  complained 
that  merchants  would  not  buy  their  cloth,  and  records  show  Cardinal 
Wolsey,  minister  to  King  Henry  VIII,  calling  the  merchants  together 
in  1528  and  admonishing  them  as  follows: 

Sirs,  the  King  is  informed  that  you  use  not  yourselves  like  merchants, 
but  like   graziers   and   artificers;    for   where   the   clothiers    do   daily   bring 
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cloths  to  your  market  for  your  ease,  to  their  great  cost,  and  there  be  ready 
to  sell  them,  you  of  your  wilfulness  will  not  buy  them  as  you  have  been 
accustomed  to  do.  What  manner  of  men  be  you?  I  tell  you  that  the  King 
straitly  commandeth  you  to  buy  their  cloths  as  beforetime  you  have  been 
accustomed  to  do,  upon  pain  of  his  high  displeasure.1 

That  the  problem  was  a  continuing  one  is  shown  by  the  passage  of  a 
law  in  1576  which,  among  other  things,  ordered  that  a  stock  of  wool, 
hemp,  flax,  iron,  or  other  material  should  be  provided  and  held  by 
government  officials  in  the  various  localities  for  distribution  to  the 
unemployed,  who  would  work  it  into  finished  goods.  The  proceeds  of 
the  sale  of  the  goods  were  to  be  used  to  replace  the  material  as  well 
as  to  remunerate  the  workers. 

The  writer  Daniel  Defoe  (c.  1659-1731),  in  A  Plan  of  English  Com- 
merce (1728),  gave  an  account  of  a  business  boom  succeeded  by  a 
depression,  apparently  based  on  observations  during  the  years  fol- 
lowing the  Treaty  of  Utrecht  (1713-1714),  which  ended  the  War  of 
the  Spanish  Succession.  Defoe's  description  took  up  the  stages  through 
which  business  conditions  passed: 

1.  Upon  some  sudden  Accident  in  Trade  here  comes  a  great  unusual 
Demand  for  Goods,  the  Merchants  from  Abroad  have  sudden  and  unusual 
Commissions,  the  Call  for  Goods  this  Way  or  that  Way  encreases,  this  makes 
the  Factors  send  large  Orders  into  the  Country;  and  the  price  of  Goods 
always  rises  according  to  the  Demand:  The  Country  Manufacturer  looks 
out  sharp,  hires  more  Looms,  gets  more  Spinners,  gives  more  Wages,  and 
animated  by  the  advanc'd  Price,  is  not  content  to  answer  his  new  Orders 
only,  but  he  continues  the  Excursion  he  had  made  into  the  Country  for 
Spinners,  b-c.  runs  on  to  an  Extremity  in  Quantity,  as  far,  or  perhaps  far- 
ther, than  his  Stock  will  allow:  and  in  a  Word,  gluts  the  Market  with  the 
Goods. 

2.  The  Accident  of  Trade,  which  from  Abroad  fill'd  the  Merchants 
Commissions,  and  the  Factor's  Orders  being  over,  those  Demands  are  also 
over,  and  the  Trade  returns  to  its  usual  Channel;  but  the  Manufacturer  in 
the  Country,  who  had  run  out  to  an  unusual  Excess  in  his  Business,  without 
Regard  to  the  Circumstances  of  it,  having  not  stopt  his  Hand  as  his  Orders 
stopt,  falls  into  the  Mire;  his  Goods  lye  on  Hand,  the  Poor  which  he  call'd 
from  their  Plow  and  the  Dary  to  spin  and  weave,  are  cast  off  again,  and  not 
finding  their  Way  presently  back  to  their  old  Drudgery,  lye  and  starve  for 
Want  of  Work,  and  then  they  cry  out  Trade  is  decay 'd,  the  Manufactures 
are  lost,  Foreigners  encroach  upon  us,  the  Poor  are  starv'd,  and  the  like. 

Whereas  the  Sum  of  the  Matter  is,  the  Manufacturer  went  mad.  .  .  .2 

Quoted  by  E.  Lipson,  The  Economic  History  of  England   (5th  ed.;   London: 

A.  &  C.  Black  Ltd.,  1948),  III,  303. 

2  A  Plan  of  English  Commerce  (Oxford:  Basil  Blackwell,  1928),  pp.  192-194. 
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THEORIES    OF    BUSINESS    ACTIVITY    FROM 
MISSELDEN    TO    MILL 


THE   MERCANTILISTS 

During  the  1600's,  there  was  considerable  argument  in 
England  concerning  the  factors  which  governed  business  activity,  pro- 
voked partly  by  the  operations  of  the  Merchant  Adventurers  and  East 
India  companies,  and  also  by  English  concern  over  the  commercial 
success  of  Holland. 

Edward  Misselden's  two  works,  Free  Trade  and  The  Circle  of  Com- 
merce, were  written  in  connection  with  the  slump  which  took  place 
from  1620  to  1624  in  the  export  of  cloth  from  England  to  continental 
Europe.  Misselden  argued  that  trade  would  be  stimulated  by  an  in- 
creased amount  of  money  in  circulation.  William  Potter,  in  the  same 
century,  wanted  bills  or  notes  to  be  issued  on  the  security  of  land  and 
other  property  to  increase  the  money  supply.  Sir  Josiah  Child  said 
that  the  remedy  for  lack  of  prosperity  was  a  reduction  in  interest 
rates.  These  plans  have  been  discussed  in  Chapter  2.  John  Law,  who 
had  similar  ideas,  was  given  the  opportunity  to  put  them  into  effect 
in  France;  he  was  in  favor  with  the  government  and  was  allowed  to 
establish  a  bank.  A  boom  in  business  culminated  in  1720  and  was 
followed  by  a  crash  in  which  the  bank  headed  by  Law  failed  and 
Law  was  discredited.  In  England,  which  was  also  affected  by  the 
boom  and  the  following  depression,  the  so-called  Bubble  Act  was 
passed  to  check  the  speculative  activity  which  was  believed  to  have 
aggravated,  if  not  caused,  the  trouble. 

Meanwhile,  in  England,  a  controversy  had  taken  place  concerning 
the  coinage.  Wear  had  reduced  the  bullion  value  of  the  circulating 
coins  well  below  their  nominal  or  face  value.  A  treasury  official,  Wil- 
liam Lowndes  (1652-1724),  had  proposed  in  1695  that  the  nominal 
value  of  new  full-weight  money  be  raised,  so  that  the  face  value  of 
the  old  worn  coins  would  accord  with  their  bullion  value.  John  Locke 
was  asked  for  his  opinion.  His  views  on  money  were  contained  in 
Some  Considerations  of  the  Consequences  of  Lowering  the  Interest 
and  Raising  the  Value  of  Money  and  Further  Considerations  concern- 
ing Raising  the  Value  of  Money,  published  in  1692  and  1695,  respec- 
tively, the  latter  being  directed  against  Lowndes'  proposal.  Nicholas 
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Barbon  replied  to  Locke,  in  his  Discourse  Concerning  Coining  the 
New  Money  Lighter,  in  Answer  to  Mr.  Lock's  Considerations  about 
Raising  the  Value  of  Money  (1696).  Barbon  supported  Lowndes, 
saying  that  it  was  shortage  of  money  which  caused  trade  to  decline. 
The  shortage  would  be  alleviated  if  the  nominal  value  of  bullion  were 
raised.  Barbon  said  that  money  took  its  value,  not  from  its  bullion 
content,  but  from  the  government  stamp,  which  conferred  general 
acceptability.  In  the  circumstances  of  the  time,  Barbon  was  not  ad- 
vocating inflation  so  much  as  opposing  deflation,  and  his  argument 
turned  on  the  effect  on  trade  and  employment. 

In  Barbon's  writings,  we  see  anticipations  of  theories  advanced  much 
later.  The  idea  that  money  takes  its  value  from  the  government  stamp 
was  put  forward  by  the  philosopher,  Fichte,  and  more  recently  by 
the  economist,  Knapp,  both  Germans.  The  theory  that  issuing  more 
money  (which  is  what  raising  the  nominal  value  of  bullion  usually 
has  done  in  practice)  encourages  employment  when  it  is  done  under 
conditions  of  underemployment  was  advanced  by  Keynes  and  others 
in  England  and  America  in  the  1920's  and  1930's.  George  Berkeley 
( 1685-1753 ) ,  a  well-known  philosopher  and  a  bishop  in  Ireland,  pro- 
vides another  anticipation  of  modern  thought  on  employment.  In  a 
publication  called  The  Querist  ( 1735-1737 ) ,  Berkeley  asked  a  number 
of  short  questions  which  suggested  their  own  answers  and  these  ex- 
pressed his  concern  over  the  continuing  poverty  that  he  saw  in  Ireland. 
Encouraging  industry  by  establishing  a  loan  bank  was  one  of  his  sug- 
gestions. It  may  be  noticed  that  Barbon,  who  had  made  money  in  the 
rebuilding  of  London  after  the  great  fire  of  1666  and  had  become  a 
member  of  Parliament,  himself  established  a  loan  bank.  He  seems 
to  have  run  it  more  prudently  and  with  greater  success  than  attended 
Law's  larger  venture  in  this  direction  in  France. 

HUME  AND  THORNTON 

n 
In  the  1750's,  David  Hume  argued  that  more  money 

stimulated  trade.  Hume  was  thinking  of  the  effect  of  an  augmenta- 
tion of  the  specie  supply,  not  of  an  increase  in  the  volume  of  credit 
or  paper  money.  His  essay,  Of  Money,  is  worth  quoting  at  length. 

...  we  find  that,  in  every  kingdom,  into  which  money  begins  to  flow  in 
greater  abundance  than  formerly,  every  thing  takes  a  new  face;  labour  and 
industry  gain  life;  the  merchant  becomes  more  enterprising,  the  manu- 
facturer more  diligent  and  skilful,  and  even  the  farmer  follows  the  plough 
with  greater  alacrity  and  attention  .... 
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J  To  account,  then,  for  this  phenomenon,  we  must  consider,  that,  though 
/the  high  price  of  commodities  be  a  necessary  consequence  of  the  encrease 
/of  gold  and  silver,  yet  it  follows  not  immediately  upon  that  encrease;  but 
'  some  time  is  required  before  the  money  circulates  through  the  whole  state, 
and  makes  its  effect  be  felt  on  all  ranks  of  people.  At  first,  no  alteration  is 
perceived;  by  degrees  the  price  rises,  first  of  one  commodity,  then  of  an- 
other; till  the  whole  at  last  reaches  a  just  proportion  with  the  new  quantity 
of  specie  which  is  in  the  kingdom.  In  my  opinion,  it  is  only  in  this  interval 
or  intermediate  situation,  between  the  acquisition  of  money  and  rise  of 
prices,  that  the  encreasing  quantity  of  gold  and  silver  is  favourable  to 
Industry.  When  any  quantity  of  money  is  imported  into  a  nation,  it  is  not 
at  first  dispersed  into  many  hands;  but  is  confined  to  the  coffers  of  a  few 
persons,  who  immediately  seek  to  employ  it  to  advantage  ....  They  are 
thereby  enabled  to  employ  more  workmen  than  formerly,  who  never  dream 
of  demanding  higher  wages,  but  are  glad  of  employment  from  such  good 
paymasters  ....  He  [i.e.,  the  workman]  carries  his  money  to  market,  where 
he  finds  every  thing  at  the  same  price  as  formerly,  but  returns  with  greater 
quantity  and  of  better  kinds,  for  the  use  of  his  family.  The  farmer  and 
gardener,  finding,  that  all  their  commodities  are  taken  off,  apply  themselves 
with  alacrity  to  raising  more;  and  at  the  same  time  can  afford  to  take  better 
and  more  cloths  from  their  tradesmen,  whose  price  is  the  same  as  formerly, 
and  their  industry  only  whetted  by  so  much  new  gain.  It  is  easy  to  trace 
the  money  in  its  progress  through  the  whole  commonwealth;  where  we 
shall  find,  that  it  must  quicken  the  diligence  of  every  individual,  before  it 
encrease  the  price  of  labour.3 

Cantillon  had  dealt  with  the  same  subject,  but  from  the  standpoint 
of  long-term  adjustment  in  prices  and  trade  rather  than  of  business 
prosperity.  Reference  has  been  made  to  his  explanation  in  Chapter  3. 

Economists  nowadays  will  recognize  that  there  is  still  some  truth 
in  Hume's  contention  that  wages  and  retail  prices  are  relatively  stable 
and  that  this  condition  helps  to  explain  the  effect  of  an  increased 
quantity  of  money  in  stimulating  trade.  Salaries  have  even  more  sta- 
bility; so  do  public  utility  charges,  bond  interest,  and  rent.  Hume  did 
not  mention  these  other  elements  in  business  costs. 

Henry  Thornton  (1760-1815),  in  An  Inquiry  into  the  Nature  and 
Effects  of  the  Paper  Credit  of  Great  Britain  (1802),  dealt  with  the 
same  general  topic  Hume  had  treated  in  Of  Money.  Thornton,  how- 
ever, did  not  consider  gold  and  silver  but  bank  credit,  by  which  he 
meant  bank  notes.  These  were  the  main  circulating  medium  in  terms 
of  value  in  Britain  in  his  time.  Thornton  was  a  wealthy  man  and  a 
philanthropist.  He  was  also  a  member  of  Parliament  and  director  of 

3  Essays  and  Treatises  on  Several  Subjects,  I,  297-298. 
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the  Bank  of  England,  which  was  being  criticized  for  what  was  thought 
to  be  its  part  in  causing  the  price  inflation  that  was  occurring  during 
the  Napoleonic  Wars. 

Discussing  the  effects  of  an  increased  issue  of  bank  notes,  Thornton 
pointed  out  that  there  would  be  no  immediate  effect  on  the  quantity 
of  goods  in  the  country,  but  the  new  notes  lent  by  the  issuing  banks 
would  give  the  borrowers  "a  power  of  taking  to  themselves  a  larger 
share  of  the  existing  goods  than  they  would  otherwise  have  been  able 
to  command."  "The  proprietors  of  the  new  paper  will  become  greater 
encouragers  of  industry  than  before;  the  owners  of  the  old  paper  .  .  . 
will  have  less  power  of  employing  labour."  Business  profits  would 
increase:  "It  must  be  admitted  that,  provided  we  assume  an  excessive 
issue  of  paper  to  lift  up,  as  it  may  for  a  time,  the  cost  of  goods  though 
not  the  price  of  labour,  some  augmentation  of  stock  will  be  the  con- 
sequence; for  the  labourer,  according  to  this  supposition,  may  be 
forced  by  his  necessity  to  consume  fewer  articles,  though  he  may 
exercise  the  same  industry."  This,  Thornton  said,  would  be  attended 
by  "hardship  and  injustice."4  In  describing  the  transfer  of  purchasing 
power  to  those  who  had  received  the  new  notes,  at  the  expense  of 
holders  of  the  pre-existing  notes,  Thornton  refers  to  a  point  which 
Hume  had  not  mentioned,  although  the  physiocrat,  Guerineau  de 
Saint-Peravy,  had  commented  on  it  in  his  Principes  du  commerce 
("Principles  of  Commerce,"  1786  and  1787).  Cantillon  also  had  re- 
ferred to  purchasing-power  transfers,  and  even  the  author  of  the 
sixteenth-century  Discourse  of  the  Common  Weal  of  this  Realm  of 
England  had  done  so,  as  we  have  seen,  although  both  these  authors 
were  speaking  of  metal  currency,  not  paper  notes. 

Thornton  proceeded  to  discuss  the  additional  profits  which  were 
obtained  by  those  who  borrowed  the  new  money.  He  said  that  in- 
ventory profits  were  made:  "The  trader  .  .  .  who  sells  his  commodity 
in  three  months  after  he  purchased  it,  obtains  an  extra  gain,  which  is 
equal  to  such  advance  in  the  general  price  of  things  as  the  new  paper 
has  caused  during  the  three  months  in  question."  Thornton  saw  that 
such  a  gain  may  be  illusory,  for  "he  [i.e.,  the  trader]  confounds  this 
gain  with  the  other  profits  of  his  commerce,  and  is  induced,  by  the 
apparent  success  of  his  undertakings,  to  pursue  them  with  more  than 
usual  spirit.  The  manufacturer  feels  the  same  kind  of  encouragement 
to  extend  his  operations."  Thornton  pointed  out  that,  when  "the  circu- 
*  Paper  Credit  (London,  1802),  pp.  259-264. 
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lating  medium  ceases  to  encrease,  the  extra  profit  is  at  an  end,"  and, 
"if  .  .  .  the  augmented  paper"  is  "brought  back  to  its  ordinary  quantity, 
we  may  suppose  industry  to  languish  for  a  time,  through  the  ill  suc- 
cess which  will  appear  to  attend  mercantile  transactions."5  Inventory 
losses  have  now  replaced  inventory  gains. 

Thornton  examined  the  motives  of  the  businessmen  who  requested 
bank  advances.  Here,  he  anticipated  Knut  Wicksell,  whose  views  on 
this  subject  receive  attention  later  in  the  present  chapter.  Thornton 
said: 

...  to  ascertain  how  far  the  desires  of  obtaining  loans  at  the  bank  may  be 
expected  at  any  time  to  be  carried,  we  must  inquire  into  the  subject  of 
the  quantum  of  profit  likely  to  be  derived  from  borrowing  there  under  the 
existing  circumstances.  This  is  to  be  judged  of  by  considering  two  points: 
the  amount,  first,  of  interest  to  be  paid  on  the  sum  borrowed;  and,  secondly, 
of  the  mercantile  or  other  gain  to  be  obtained  by  the  employment  of  the 
borrowed  capital.6 

Sir  Josiah  Child  had  seen  this,  as  is  mentioned  in  Chapter  2. 

Thornton  applied  his  ideas  to  the  situation  in  Britain  when  he 
wrote,  which  it  was  his  purpose  to  study.  The  gold  standard  had  been 
abandoned  and  the  price  of  gold  in  terms  of  paper  money  had  risen 
along  with  other  prices.  The  value  of  the  pound  sterling  on  the  foreign 
exchanges  had  declined.  These  developments  were  being  attributed 
to  the  overissue  of  notes  by  the  Bank  of  England.  Thornton's  study 
led  him  to  consider  interest  rates.  Existing  law  in  Britain  provided  a 
maximum  interest  rate  of  5  per  cent  on  bank  loans;  Thornton  con- 
cluded that  this  rate  was  too  low.  "The  borrowers,  in  consequence  of 
that  artificial  state  of  things  which  is  produced  by  the  law  against 
usury,  obtain  their  loans  too  cheap.  That  which  they  obtain  too  cheap 
they  demand  in  too  great  quantity."  "The  temptation  to  borrow,  in 
time  of  war,  too  largely  at  the  bank,  arises  .  .  .  from  the  high  rate  of 
mercantile  profit.  Capital  is  then  scarce,  and  the  gain  accruing  from 
the  employment  of  it  is  proportionately  considerable."7  Believing  with 
the  other  directors  of  the  bank  that  it  was  the  bank's  duty  to  follow  a 
passive  credit  policy  by  making  loans  whenever  suitable  security  was 
given,  Thornton  put  the  blame  for  the  overissue  of  notes,  not  on  the 
Bank  of  England,  but  on  the  usury  law.  Thornton  was  concerned  with 
an  inflationary  boom,  not  with  depression,  but  his  ideas  were  pertinent 
with  respect  to  depression  also  and  had  some  influence  on  subsequent 
monetary  policy. 

5  Ibid.,  pp.  261-262.  6  Ibid.,  p.  287.  7  Ibid.,  pp.  288-289. 
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MALTHUS   TO    MILL 

The  recurring  depressions  which  followed  the  end  of 
the  war  led  Malthus  and  Sismondi,  as  well  as  Robert  Owen,  to  think 
vthat  the  inability  of  manufacturers  to  dispose  of  their  product  was 
caused  by  a  relative  unbalance  of  productive  power  and  purchasing 
power.  The  theories  advanced  by  these  writers  and  their  practical 
conclusions  have  received  attention  in  Chapter  8.  So  has  John  Stuart 
Mill's  analysis  of  business  crises. 

In  the  meantime,  the  monetary  factor  had  been  introduced  into  the 
postwar  discussion  by  Thomas  Attwood  (1783-1856).  Attwood,  a 
banker,  became  prominent  as  one  of  the  leaders  of  the  political  move- 
ment which  led  to  the  passage  of  the  franchise  reform  law  in  Britain 
in  1832;  he  represented  Birmingham  in  Parliament  for  several  years 
afterward.  The  name  "Birmingham  school"  has  sometimes  been  given 
to  Attwood  and  those  of  his  contemporaries  who  held  similar  views 
on  the  connection  of  monetary  and  banking  policy  with  business 
depression.  Attwood  believed  that  it  was  currency  deflation  which 
caused  trade  depression  and  advocated  the  issue  of  inconvertible 
paper  money  as  a  remedy.  He  published  pamphlets,  gave  evidence 
before  government  committees,  and  spoke  in  Parliament  to  this  effect. 
Another  British  banker,  Thomas  Joplin  (c.  1790-1847),  also  stressed 
the  monetary  factor.  He  attributed  booms  and  depressions  to  mone- 
tary expansion  and  contraction,  respectively.  It  is  of  interest  that  he 
referred  to  the  relationship  between  internal  credit  policy  and  inter- 
national gold  flows.  This  is  a  point  made  later  by  Marx  in  discussing 
the  business  cycle,  as  has  been  mentioned  in  Chapter  11,  and  by 
Keynes  later  still,  as  we  shall  see. 

John  Stuart  Mill  attacked  the  plan  of  issuing  inconvertible  paper 
money  in  one  chapter  of  his  Principles  of  Political  Economy.  "The 
temptation  to  over-issue,  in  certain  financial  emergencies,  is  so  strong," 
he  said,  "that  nothing  is  admissible  which  can  tend,  in  however  slight 
a  degree,  to  weaken  the  barriers  which  restrain  it."8  He  mentioned  the 
assignats  issued  in  France  during  the  Revolution  as  an  illustration  of 
the  overissue  of  paper  money. 

This  conclusion  led  Mill  to  consider  Attwood's  proposal.  In  the 
course  of  his  discussion,  Mill  agreed  with  David  Hume  that,  when 
prices  were  increasing  because  of  more  money  going  into  circulation, 

8  Op.  cit.,  Bk.  3,  Chap.  13,  Sec.  2. 
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some  prices  would  rise  more  quickly  than  others,  causing  an  apparent 
gain  to  certain  of  those  engaged  in  business  enterprises.  Mill  argued 
that  such  a  gain  was  confined  to  speculators  who  got  out  of  business 
before  prices  fell  again,  and  therefore  ended  their  adventure  with  more 
money  that  possessed  the  original  purchasing  power.  If  prices  failed 
to  fall  after  they  had  risen,  the  speculators  found  their  gain  "would 
have  faded  away  in  their  hands,  and  instead  of  it  they  would  have 
got  nothing  except  a  few  more  paper  tickets  to  count  by." 9 

With  respect  to  Hume's  argument,  which  has  been  stated  earlier 
in  the  present  chapter,  Mill  said  that,  if  some  people  gained  by  the 
rise  in  prices,  it  would  only  be  at  the  expense  of  others.  "There  is  no 
way  in  which  a  general  and  permanent  rise  of  prices,  or  in  other 
words,  depreciation  of  money,  can  benefit  anybody,  except  at  the 
expense  of  somebody  else.  The  substitution  of  paper  for  metallic  cur- 
rency is  a  national  gain:  any  further  increase  of  paper  beyond  this  is 
but  a  form  of  robbery."  10 

This  remained  the  view  of  orthodox  British  economics  for  many 
years  afterward  and  finds  supporters  even  today. 


FROM     MILL    TO    THE     DEPRESSION     OF     THE     1930s 


JUGLAR,    MARX,    AND    JEVONS    ON    THE    PERIODICITY 
OF   CYCLES 

Mill's  comments  on  the  periodicity  of  business  cycles 
have  been  mentioned  in  Chapter  8.  In  France,  Clement  Juglar  ( 1819- 
1905)  published  Des  crises  commerciales  et  leur  retour  periodique  en 
France,  en  Angleterre,  et  aux  Etats-Unis  ("Commercial  Crises  and 
their  Periodic  Return  in  France,  England,  and  the  United  States," 
1860 ) .  Juglar  used  the  term  "cycle"  in  this  book  for  the  periodic  move- 
ments which  he  studied.  It  was  his  investigation  which  led  Schumpeter 
later  to  give  the  name  "Juglar  cycles"  to  the  cyclical  movements  of 
about  ten  years  duration  with  which  Juglar  and  many  other  writers 
concerned  themselves.  The  three  stages  of  the  typical  cycle  which 
Juglar  identified— prosperity,  crisis,  and  liquidation— have  figured  in 
many  subsequent  studies. 

Reference  has  been  made  in  Chapter  11  to  Marx's  views  on  business 
depressions.  Friedrich  Engels  stated  the  Marxist  theory  on  this  subject 
9  Ibid.,  Sec.  4  or  5,  according  to  edition.  lrt  Ibid.,  Sec.  5  or  6. 
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in  his  book,  Herr  Eugen  Dilhrings  Umwdlzung  der  Wissenschaft 
(1878),  which  has  been  translated  both  as  Herr  Eugen  Duhring's 
Revolution  in  Science  and  as  Anti-Duhring.  Engels  said  in  this  work 
that,  since  1825,  when  according  to  him  the  first  general  crisis  was 
experienced,  the  world  had  gone  through  such  crises  about  once  every 
ten  years.  He  argued  that  the  inability  of  consumption  to  keep  pace 
with  production  under  the  existing  system  of  capitalist  enterprise,  was 
responsible  for  depressions.11  Marx  offered  an  explanation  for  the  ten- 
year  periodicity.  He  said  that  the  life  span  of  capital  goods  was  a  fac- 
tor: a  crisis  was  always  the  starting  point  of  a  large  amount  of  new 
investment  and  therefore  it  afforded  a  material  basis  for  the  next 
cycle.  Marx  conceded  that  the  periods  for  which  capital  was  invested 
in  equipment  varied  from  time  to  time  and  from  place  to  place,  but 
he  put  the  average  life  of  industrial  capital  at  ten  years.12 

W.  S.  Jevons,  who  also  studied  cycles,  mentioned  harvest  fluctu- 
ations, wars,  and  other  possible  causes.  It  was  Jevons,  seeking  for 
possible  causes  of  harvest  fluctuations,  which  may  influence  trade, 
who  related  the  periodicity  of  crises  to  sunspots.  A  point  of  additional 
interest  in  the  writings  of  Jevons  is  a  statement  which  appeared  in 
his  paper,  "A  Serious  Fall  in  the  Value  of  Gold  ascertained,  and  its 
Social  Effects  set  forth"  ( 1863 ) .  Jevons  said  that  the  fact  "that  these 
great  commercial  fluctuations  arise  in  periods  of  great  permanent 
investment"  was  "perhaps  sufficiently  shown"  by  data  he  gave  on 
the  quantities  of  bricks  manufactured  in  Britain,  of  timber  imported 
and  of  the  price  of  bar  iron.13  This  anticipated  the  work  of  Tugan- 
Baranowsky,  discussed  later  in  the  present  chapter. 

MONEY,    BANKING,    AND   THE   PRICE   LEVEL 

In  the  1880's  and  1890's,  the  general  level  of  prices  in 
the  gold-standard  world  was  declining;  it  was  felt  that  the  severity  of 
the  recurring  depressions  might  be  connected  with  this  decline.  The 
relation  of  the  monetary  and  banking  system  to  the  price  level  was 
much  discussed  both  in  Britain  and  the  United  States. 

In  England,  some  controversy  had  arisen  prior  to  the  passage  of 
the  Bank  Act  of  1844.  A  group  known  as  the  "currency  school,"  which 

11  See  Anti-Diihring,  Pt.  3,  Chap.  2,  "Theoretical." 

12  Capital,  A  Critique  of  Political  Economy,  II,  The  Process  of  Circulation  of 
Capital,  ed.  F.  Engels,  trans.  E.  Untermann  (Chicago:  Charles  H.  Kerr  &  Co., 
1909),  p.  211. 

13  Investigations  in  Currency  and  Finance,  p.  30. 
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included  Samuel  Jones  Lloyd,  later  Baron  Overstone  (1796-1883),  a 
banker  and  member  of  Parliament,  said  that  bank  notes  should  be 
looked  upon  as  currency  and  treated  accordingly.  Only  a  certain 
amount  of  notes  should  be  issued  without  gold  backing  and  all  above 
this  amount  should  be  backed  one  hundred  per  cent  by  gold.  If  this 
were  done,  fluctuations  in  the  amount  of  the  note  issue  would  repre- 
sent equivalent  changes  in  the  amount  of  gold  held.  The  opposing 
group  was  referred  to  as  the  "banking  school."  It  included  Thomas 
Tooke  (1774-1858),  a  London  businessman,  and  James  Wilson  (1805- 
1860),  founder  of  the  Economist.  This  group  argued  that  bank  notes 
were  really  credit  and  that  the  amount  issued  should  be  left  to  the 
judgment  of  bankers,  as  was  true  of  other  credit  in  England  at  that 
time.  The  government's  decision  went  in  favor  of  the  currency  school. 
As  a  result,  the  note  issue  increased  and  decreased,  as  gold  came  into 
the  country  or  was  taken  out.  This  was  a  point  on  which  Joplin  and 
Marx  commented,  as  has  been  mentioned. 

With  passage  of  time,  notes  became  less  and  less  important  in 
conducting  transactions;  checks  became  more  and  more  so.  Incoming 
gold  went  into  bank  reserves,  the  banks  lowered  their  discount  rates, 
and  credit  was  expanded.  Outgoing  gold  reduced  bank  reserves, 
causing  interest  rates  to  be  increased,  with  the  result  that  the  volume 
of  credit  contracted.  Thus,  banking  policy  was  keyed  to  the  inter- 
national balance  of  payments;  the  British  price  level  was  kept  in 
accord  with  the  price  levels  of  other  countries  with  which  Britain 
traded  and  which  also  maintained  their  currencies  at  fixed  gold  values. 
Booms  and  depressions  tended  to  be  synchronized  in  the  various 
countries. 

From  1873  to  1896,  the  general  level  of  prices  in  the  gold-standard 
countries  declined  considerably.  Cyclical  booms  were  less  pronounced, 
and  depressions  were  more  severe,  than  had  been  the  case  from  1850 
to  1873  when  the  gold-standard  price  level  was  rising.  British  and 
American  farmers  complained  of  bad  times.  French  and  German  man- 
ufacturers asked  for  tariff  protection.  Sir  Robert  Giffen  (1837-1910), 
an  official  of  the  British  government's  Board  of  Trade  and  statistical 
adviser  to  the  government,  wrote  an  essay  entitled  "Gold  Supply;  the 
Rate  of  Discount,  and  Prices,"14  in  which  he  argued  that  the  downward 
trend  in  prices  was  a  demonstration  of  the  practical  operation  of  the 
quantity  theory  of  money.  Giffen  said  that  the  increase  which  had 
taken  place  in  the  population  of  the  gold-using  countries  necessitated 
14  Included  in  Essays  on  Finance,  Second  Series  (3rd  ed.;  London,  1890). 
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an  expansion  of  the  gold  supply  which  he  estimated  to  amount  to  two 
per  cent  per  year.  This  increase  was  not  forthcoming;  hence  prices 
were  falling.  He  recommended  the  circulation  of  paper  notes,  instead 
of  gold,  and  also  the  extension  of  the  use  of  checks. 

In  the  United  States,  James  Laurence  Laughlin  (1850-1933),  who 
taught  at  Harvard,  Cornell,  and  Chicago  universities,  studied  the 
matter  also.  Laughlin  said  that  the  production  of  commodities  had 
expanded  very  greatly,  but  he  controverted  the  idea  that  prices 
necessarily  reflected  the  quantity  of  money.  He  argued  that  credit 
came  into  existence,  and  went  out  of  existence,  in  response  to  the 
varying  needs  of  business,  so  that  the  quantity  of  money  (including 
credit)  was  not  an  amount  which  was  independent  of  the  volume  of 
transactions  to  be  undertaken.  Laughlin  s  views  were  set  forth  later  in 
his  Money  and  Prices  (1919);  he  is  noteworthy  in  the  history  of 
economic  thought  for  the  influence  which  his  teaching  had  on  Thor- 
stein  Veblen,  who  was  at  both  Cornell  and  Chicago  universities  with 
him. 

In  criticism  of  Laughlin's  theory,  it  should  be  pointed  out  that  the 
creation  of  credit  against  goods  cannot  proceed  indefinitely  unless 
there  is  no  legal  limit,  such  as  a  reserve  percentage  which  relates  the 
volume  of  credit  to  the  quantity  of  gold.  Moreover,  even  Laughlin 
admitted  that  credit  was  not  necessarily  created  as  fast  as  the  produc- 
tion of  goods  was  being  expanded.  Laughlin  assumed  that  the  prices 
of  staple  goods  should  be  permitted  to  fall  as  their  production  costs 
declined  with  increased  efficiency  in  production. 

This  raises  the  issue  of  what  a  price  stabilization  policy  is  supposed 
to  accomplish.  Should  the  prices  of  finished  goods  be  stabilized,  which 
is  what  Giffen's  study  seemed  to  assume,  or  should  it  be  the  level  of 
production  costs  (or  incomes  going  to  owners  of  production  factors), 
as  Laughlin  appeared  to  believe?  If  costs  (and  factor  incomes)  were 
stabilized,  then  the  price  level  of  finished  goods  would  decline  as  pro- 
duction becomes  more  efficient.  The  benefit  of  increased  production 
efficiency  would  be  received  by  individuals  who  obtain  the  same  money 
incomes  but  who  find  that  finished  goods  have  become  cheaper.  On 
the  other  hand,  if  the  price  level  of  finished  goods  were  stabilized, 
the  benefits  of  technical  progress  in  production  would  be  received  in 
higher  incomes,  the  price  level  of  finished  goods  remaining  the  same. 

Two  decades  of  falling  prices,  from  the  1870's  to  the  1890's,  were 
accompanied  by  what  appeared  to  many  to  be  conditions  of  chronic 
depression.  There  were  such  repercussions  in  the  United  States  as  the 
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greenback  and  Granger  movements,  and  William  Jennings  Bryan's 
campaign  for  the  presidency  with  the  slogan  that  mankind  was  being 
"crucified  on  a  cross  of  gold."  The  cross  of  gold  was  the  gold  standard, 
to  which  America's  attachment  seemed  to  be  condemning  the  nation 
to  continuing  depression.  Bryan's  remedy  was  bimetallism.  In  the 
1880's,  gold  was  discovered  in  large  quantities  on  the  South  African 
Witwatersrand,  and  by  the  turn  of  the  century  the  price  level  of 
goods  in  the  gold-standard  countries  was  trending  upward.  Cycles 
continued,  however,  and  the  late  nineteenth  and  early  twentieth 
century  saw  the  appearance  of  a  number  of  explanations. 

EARLY   TWENTIETH-CENTURY   THEORIES 

Mikhail  Ivanovich  Tugan-Baranowsky  (1865-1919) 
was  a  Ukrainian  who  taught  economics  and  also  served  for  a  short 
time  after  the  Revolution  as  Ukrainian  minister  of  finance.  He  is  of 
interest  for  his  attempts  to  reconcile  some  of  the  economic  theories 
of  orthodox  classical  economics  with  those  of  Marxism.  He  gave  his 
views  on  business  cycles  in  Russian  in  1894;  a  German  version  of  his 
work  appeared  in  1901  with  the  title  Studien  zur  Theorie  and  Ge- 
schichte  der  Handelskrisen  in  England  ("Studies  in  the  Theory  and 
History  of  Business  Crises  in  England");  and  a  French  edition  in 
1913,  entitled  Les  crises  industrielles  en  Angleterre  ( "Industrial  Crises 
in  England" ) .  Tugan-Baranowsky  had  noticed  that  high  prices  for  iron 
coincided  with  booms  and  low  prices  with  depressions;  he  linked  the 
phenomenon  of  business  cycles  with  fluctuations  in  additions  to  fixed 
capital. 

Asking  why  fluctuations  took  place,  Tugan-Baranowsky  used  the 
simile  of  a  steam  cylinder,  in  which  pressure  builds  up  until  the 
piston  is  forced  outward,  allowing  the  steam  to  escape.  The  steam  was 
loan  capital.  As  John  Stuart  Mill  had  done  before  him,  Tugan- 
Baranowsky  said  that  loan  funds  accumulated  during  periods  of  low 
business  activity  because  productive  uses  for  these  funds  were  lacking 
in  such  periods.  The  funds  came  largely  from  people  whose  incomes 
were  relatively  fixed  and  who  had  gained  in  purchasing  power  during 
the  low-price,  low-activity  period.  The  first  upward  movement  in 
investment  was  difficult  to  start  but,  once  it  had  been  made,  invest- 
ment fed  on  itself.  Idle  balances  were  invested  and  credit  was  ex- 
tended, while  at  the  same  time  the  demand  for  finished  goods  increased 
as  incomes  grew  in  the  upward  phase  of  the  cycle.   The  upswing 
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ceased  when  the  supply  of  loanable  funds  was  exhausted,  rising  in- 
terest rates  signaling  the  approach  of  this  condition.  There  followed  a 
period  which  may  be  described  as  one  of  overproduction:  demand 
was  satiated  and  the  downward  swing  of  the  cycle  got  under  way. 

Arthur  Augustus  Caspar  Spiethoff  (1873-1957)  and  Gustav  Cassel 
(1866-1945)  developed  this  line  of  thought  further,  as  did  Joseph 
Schumpeter.  Albert  Aftalion  (1874-  )  also  may  be  mentioned  here. 
Spiethoff  was  German,  Cassel,  Swedish,  and  Aftalion,  French;  all  were 
professors,  teaching  at  the  universities  of  Berlin,  Stockholm,  and 
,  Paris,  respectively.  Cassel  is  noteworthy  for  his  "purchasing-power- 
[  parity  theory"  of  the  foreign-exchange  value  of  money,  advanced  in 
Money  and  Foreign  Exchange  after  1914  (1922),  and  for  a  book  on 
The  Nature  and  Necessity  of  Interest  ( 1903 ) . 

Spiethoff  expressed  his  views  on  business  cycles  to  a  professional 
association  in  Berlin  in  1901;  they  were  stated  in  1925  in  an  article 
entitled  "Krisen"  ("Crises").  Cassel  devoted  a  section  of  his  Theore- 
tische  Sozialokonomie  ("Theory  of  Social  Economy")  to  this  subject. 
The  work  appeared  in  German  in  1918  and  was  translated  into  Eng- 
lish in  1923.  Aftalion's  views  were  given  in  Les  crises  periodiques  de 
surproduction  ("Periodic  Crises  of  Overproduction,"  1913).  Schumpe- 
ter's  explanation  appeared  in  his  Theory  of  Economic  Development 
and  his  Business  Cycles,  the  first  of  which  was  published  in  German 
in  1911  and  the  second  in  English  in  1939. 

Spiethoff  explained  the  beginning  of  the  upward  movement  of  the 
cycle.  This  started,  he  said,  when  profits  could  be  made  in  particularly 
favorable  situations.  In  the  first  stage  of  the  business  upswing,  pro- 
ductive facilities  previously  unemployed  were  called  into  use.  Later, 
existing  plants  were  enlarged  and  new  ones  built.  As  the  upward 
movement  proceeded,  consumer  incomes  rose  because  of  increased 
payments  for  the  services  of  factors  of  production.  In  this  phase  of  the 
cycle,  consumers'  goods  were  relatively  scarce  because  of  the  large 
volume  of  resources  committed  to  capital  construction.  In  due  course, 
however,  the  new  investment  increased  the  supply  of  consumers'  goods 
—an  increase  which  proceeded  too  far  because  it  outran  demand.  Not 
meeting  a  sufficient  demand,  production  now  became  less  profitable, 
or  unprofitable,  and  the  contraction  in  business  began. 

Cassel  gave  partly  the  same  explanation  as  Spiethoff  but  disagreed 
with  him  on  the  emphasis  to  be  placed  on  the  different  factors  check- 
ing the  upward  movement  of  the  cycle.  Cassel  stressed  the  rise  which 
took  place  in  the  cost  of  production-factor  services,  especially  in  the 
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price  of  capital  (interest).  This  was  brought  about  by  the  increased 
demand  for  these  services  which  developed  as  the  business  upswing 
proceeded.  Cassel  suggested  that  the  upward  movement  ceased  largely 
because  capital  had  become  so  scarce  as  to  preclude  additional 
investment. 

Like  SpiethofF,  Aftalion  emphasized  the  lag  between  the  time  new 
investment  took  place  and  the  time  it  became  productive.  He  gave  an 
explanation  similar  to  that  of  Spiethoff.  He  said  that  booms  were 
checked  mainly  by  an  oversupply  of  capital  goods  brought  about  by 
the  booms  themselves.  The  length  of  the  upswing  was  determined  by 
the  time  required  to  bring  about  this  condition  and  to  make  it  appar- 
ent to  the  decision-makers  responsible  for  new  investment.  Aftalion 
used  a  heating  fire  as  an  illustration.  So  long  as  room  temperature  is 
lower  than  desired,  coal  is  added  to  the  fire,  without  apparent  realiza- 
tion that  the  coal  which  is  already  on  the  fire  will  burn  up,  in  due 
course  raising  the  temperature.  Not  until  the  room  reaches  a  comfort- 
able temperature  does  the  process  of  adding  coal  cease.  After  that,  the 
fire  burns  up  and  the  room  heat  becomes  excessive.  Aftalion  said  that 
this  was  what  happened  in  the  upward  phase  of  the  business  cycle. 
Enterprisers  continued  to  begin  new  plants  as  long  as  the  prices  of 
finished  goods  were  sufficiently  attractive,  apparently  without  realizing 
that,  when  the  plants  already  under  construction  began  production, 
the  output  of  finished  goods  would  be  greater  than  could  be  absorbed 
by  the  markets  at  profitable  prices. 

The  theories  advanced  by  Tugan-Baranowsky,  Spiethoff,  Cassel, 
and  Aftalion  can  be  regarded  as  supplementary  to  each  other.  There 
was  a  rising  cost  trend  as  the  business  upswing  proceeded;  at  the  same 
time  demand  did  not  develop  sufficiently  to  absorb  the  products  of 
the  new  investment  created  in  the  upward  movement.  The  two  com- 
bined to  bring  the  upward  movement  to  an  end. 

Schumpeter  stressed  the  influence  of  innovations  in  this  general 
picture.  He  argued  that  interest  on  capital  was  explained  by  economic 
change.  Enterprisers  introduced  innovations  whenever  it  seemed  that 
these  would  yield  a  return  in  excess  of  their  cost;  it  was  out  of  this 
return  that  interest  was  paid.  The  demand  for  capital  for  such  a  pur- 
pose kept  interest  as  high  as  it  was;  if  innovations  were  not  being 
made,  the  rate  of  interest  would  be  much  lower.  Schumpeter  con- 
ceded that  inventions  may  be  made  continuously,  but  he  said  that 
their  utilization  took  a  wavelike  form.  The  business  cycle  was  associ- 
ated with  this  wavelike  movement  in  innovations  or  the  utilization  of 
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inventions.  An  important  innovation  might  be  the  introduction  of  a 
new  good,  such  as  the  electric  light;  it  might  be  the  opening  of  a  new 
market,  or  a  major  advance  in  production  methods.  Such  an  innova- 
tion afforded  a  reason  for  others.  A  new  process  was  improved;  a  new 
good  was  imitated. 

How,  according  to  Schumpeter,  did  the  wave  of  innovations  cause 
the  upward  movement  of  the  business  cycle?  Innovators  were  able  to 
secure  credit  with  which  to  develop  their  enterprises,  but  this  was 
not  the  only  source  from  which  investment  capital  was  obtained, 
according  to  Schumpeter.  Incomes  increased  as  the  upward  movement 
of  business  progressed.  Prices  rose,  shifting  purchasing  power  from 
those  whose  incomes  were  relatively  fixed  to  those  who  were  sharing 
in  the  gains  resulting  from  the  expansion  process.  Old  firms  joined  in 
the  general  expansion  and,  with  new  firms  imitating  the  original  inno- 
vators, competition  increased  sufficiently  to  make  business  less  profit- 
able. Credit  then  became  tighter.  The  boom  was  over  and  the  repay- 
ment of  bank  loans  accompanied  declining  business  activity.  Inven- 
tions ceased  to  be  utilized,  not  because  there  were  no  new  ideas  but 
because,  in  the  environment  of  depression,  the  risks  attending  their 
utilization  appeared  to  be  too  great. 

A  feature  of  Schumpeter's  work  is  his  systematization  of  cycles.  He 
identified  three  distinct  series :  ( 1 )  a  Juglar  cycle  of  about  ten  years  in 
duration,  (2)  a  shorter  cycle,  about  forty  months  long,  which  he 
called  the  Kitchin  cycle  because  Joseph  Kitchin  had  drawn  attention 
to  it,  and  (3)  a  long  or  Kondratieff  cycle,  so  called  because  Nikolai 
Kondratieff,  a  Russian,  had  described  such  a  cycle.  The  Kondratieff 
cycle  lasted  for  about  fifty  years.  The  Kitchin  cycle  is  also  sometimes 
referred  to  as  a  "National  Bureau"  cycle  because  this  is  the  cycle  which 
has  been  emphasized  in  the  cycle  studies  of  the  National  Bureau  of 
Economic  Research.  In  Schumpeter's  scheme,  there  were  three  Kitchin 
cycles  to  a  Juglar  cycle,  and  six  Juglars  to  a  Kondratieff.  KondratiefFs 
study  of  long  cycles  was  described  in  an  article  published  in  German 
and  entitled  "Die  langen  Wellen  der  Konjunktur"  (1926,  translated 
as  "The  Long  Waves  in  Economic  Life").15 

The  Swedish  economist,  Knut  Wicksell,  dwelled  on  the  relationships 
between  the  rate  of  interest,  the  price  level,  and  the  volume  of  busi- 
ness activity.  Like  Thornton,  a  century  before,  and  Sir  Josiah  Child, 
a  century  earlier  still,  Wicksell  distinguished  between  the  rate  of 

15  An  abbreviated  translation  appears  in  Readings  in  Business  Cycle  Theory, 
pp.  20-42. 
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interest  at  which  capital  could  be  obtained  on  the  market  and  the  rate 
which  represented  the  productivity  of  additional  capital  invested  in 
business  undertakings.  When  the  market  rate  was  below  the  produc- 
tivity rate,  enterprisers  were  stimulated  to  increase  their  capital  invest- 
ment. The  greater  demand  for  production-factor  services  which  this 
action  caused  raised  the  prices  of  these  services.  As  the  investment  of 
new  capital  proceeded,  the  price  level  rose,  and  the  output  of  goods 
and  volume  of  employment  in  the  economy  expanded. 
Wicksell  defined  a  normal  rate  of  interest  as  follows: 

The  rate  of  interest  at  which  the  demand  for  loanable  capital  and  the 
supply  of  savings  exactly  agree,  and  which  more  or  less  corresponds  to  the 
expected  yield  on  newly-created  capital,  will  then  be  the  normal  or  natural 
real  rate.16 

Wicksell  added  that  the  normal  rate  of  interest  would  vary.  If  the 
business  outlook  were  promising,  the  demand  for  capital  would  in- 
crease, raising  the  interest  rate  and  also  increasing  saving,  so  that  a 
new  normal  rate  of  interest  would  be  reached  at  a  higher  level  than 
previously.  He  continued: 

If  the  banks  lend  their  money  at  materially  lower  rates  than  the  normal 
rate  as  above  defined,  then  in  the  first  place  saving  will  be  discouraged 
and  for  that  reason  there  will  be  an  increased  demand  for  goods  and 
services  for  present  consumption.  In  the  second  place,  the  profit  oppor- 
tunities of  entrepreneurs  will  thus  be  increased  and  the  demand  for  goods 
and  services,  as  well  as  for  raw  materials  already  in  the  market  for  further 
production,  will  evidently  increase  to  the  same  extent  as  it  had  previously 
been  held  in  check  by  the  higher  rate  of  interest.  Owing  to  the  increased 
income  thus  accruing  to  the  workers,  landowners,  and  the  owners  of  raw 
materials,  etc.,  the  prices  of  consumption  goods  will  begin  to  rise,  the  more 
so  as  the  factors  of  production  previously  available  are  now  withdrawn  for 
the  purposes  of  future  production.17 

Wicksell  admitted  that  the  rise  in  prices  to  which  he  referred  in  this 
passage  would  be  counteracted,  to  some  extent,  by  increased  output 
resulting  from  greater  employment  of  the  factors  of  production,  but 
he  did  not  think  that  this  factor  was  sufficiently  influential  to  upset  his 
general  argument. 

Wicksell's  ideas  on  these  subjects  were  published  in  his  Geldzins 
und  Guterpreise  ("Interest  and  Prices")  and  in  the  later  Lectures  on 
Political  Economy.  He  did  much  to  provide  a  background  for  subse- 

16  Lectures  on  Political  Economy,  trans.  E.  Classen  (2  vols.;  London:  Routledge 
&  Kegan  Paul  Ltd.,  1934-1935),  II,  193. 

17  Ibid.,  pp.  194-195. 
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quent  study.  In  assessing  his  contribution,  however,  it  must  not  be 
forgotten  that  interest  is  only  one  element  in  production  cost,  and  that 
a  variation  between  the  market  rate  and  the  productivity  rate  can 
occur  just  as  well  with  wages.  In  the  depression  of  the  1930's,  a  French 
investigator  published  data  showing  a  high  degree  of  correlation  be- 
tween (1)  the  ratio  of  money  wages  and  wholesale  prices— that  is,  a 
ratio  which  represented  the  product-cost  of  labor— and  (2)  the  per- 
centage of  workers  who  were  unemployed.  This  is  not  to  say  that  the 
rate  of  interest  is  unimportant;  the  effect  of  interest  changes  on  the 
capitalized  value  of  business  assets  is  very  important.  Interest  is  also 
easier  to  change  by  government  or  banking  action  than  are  wages. 
But  certainly  interest  is  not  the  only  element  involved,  and  many  now 
believe  that,  in  the  late  nineteenth  and  early  twentieth  centuries,  the 
governments  and  central  banks  put  too  much  reliance  on  the  interest 
rate  as  a  means  of  controlling  booms  and  depressions.  Another  point 
which  can  be  criticized  in  Wicksell's  theory  is  his  relative  neglect  of 
changes  in  bank  balances.  Income  may  be  added  to  balances,  causing 
spending  to  fall  below  the  amount  of  income.  On  the  other  hand, 
spending  may  take  place  which  does  not  reflect  income  but  rather  a 
depletion  of  balances.  Mill  and  Tugan-Baranowsky  had  paid  attention 
to  this  factor,  but  Wicksell  did  not.  Keynes  was  to  emphasize  it 
subsequently. 

Largely  on  the  foundation  provided  by  Wicksell,  a  group  of  other 
Swedish  economists  have  probed  further  into  the  factors  which  affect 
business  movements.  Erik  Robert  Lindahl  (1891-  )  Gunnar  Myrdal 
(1898-  ),  and  Bertil  Gotthart  Ohlin  (1899-  )  are  members  of  this 
group.  Among  the  contributions  which  they  have  made  is  a  distinction 
between  anticipations  ( termed  "ex-ante" )  and  realizations  ( "ex-post" ) . 
Economists  of  this  group  have  pointed  out  that  business  decisions  are 
based  mainly  on  expectations.  Investment  takes  place  when  it  is  antici- 
pated that  a  profit  will  be  obtained.  Savings  are  made  out  of  realized 
income,  adjusting  themselves  to  ex-post  profits  and  losses.  Manipula- 
tions of  the  interest  rate  have  only  a  limited  effect  on  the  level  of 
business  activity  because  there  are  other  factors,  such  as  innovations, 
which  are  at  work.  Wicksell's  theories  have  not  been  discarded  by 
members  of  the  group  but  the  group's  studies  have  made  interest 
changes  appear  less  significant  than  Wicksell  supposed. 

In  England,  Sir  Ralph  George  Hawtrey  (1879-  )  examined  the 
influence  of  lags  between  income  and  expenditure,  and  the  effect  of 
changes  in  the  interest  rate  on  the  cost  of  holding  business  inventories. 
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Good  and  Bad  Trade  (1913),  Currency  and  Credit  (1919),  Monetary 
Reconstruction  (1923),  and  other  writings,  give  his  views.  In  the 
upward  stage  of  the  business  cycle,  bank  credit  was  expanded,  but 
Hawtrey  pointed  out  that  it  might  be  some  time  before  the  money 
thus  lent  was  spent  by  enterprisers  so  as  to  become  spendable  income 
in  the  hands  of  consumers.  When  the  consumers  received  it,  they  spent 
it  quickly  and  the  volume  of  money  in  circulation  rose.  This  reduced 
reserve  proportions  in  the  banking  system  and  caused  a  tightening  of 
interest  rates.  Low  rates  of  interest  encouraged  inventory  accumula- 
tion; high  rates  caused  a  reduction.  The  last  point  has  some  signifi- 
cance in  understanding  the  so-called  Kitchin  or  National  Bureau  cycle, 
one  of  whose  main  features  is  a  fluctuation  in  business  inventories. 

Contemporarily  with  Hawtrey  in  England,  Arthur  Pigou  gave  atten- 
tion to  the  psychology  of  businessmen.  His  book,  Industrial  Fluctu- 
ations ( 1927 ) ,  examined  the  field  indicated  by  its  title  not  only  from 
the  standpoint  of  providing  explanations  but  also  from  that  of  its 
author's  interest  in  welfare.  Pigou  recognized  that  business  movements 
might  be  started  by  various  factors,  such  as  innovations  and  changes 
in  the  money  supply;  but  he  said  that  their  course  was  affected 
strongly  by  alterations  in  outlook  which  communicated  themselves 
from  one  businessman  to  another  until  they  spread  throughout  the 
business  community.  At  one  time,  the  outlook  was  one  of  optimism: 
feeling  optimistic,  a  businessman  gave  orders  which  provided  the 
ground  for  orders  being  placed  by  another.  At  a  different  time,  pessi- 
mism reigned:  pessimistically  inclined,  one  man  reduced  his  orders 
from  another,  who  in  turn  lessened  his  own  orders.  Opinions  regarding 
the  future  cumulated  in  a  wave  of  optimism  during  an  upswing  in 
business  and  an  equivalent  wave  of  pessimism  in  a  downswing. 

The  most  outstanding  American  student  of  the  business  cycle  was 
Wesley  Mitchell,  whose  earlier  books  on  the  cycle  and  whose  connec- 
tion with  the  National  Bureau  of  Economic  Research  have  been  men- 
tioned in  Chapter  14.  To  Mitchell,  business  cycles  were  oscillations, 
each  stage  of  which  developed  out  of  what  preceded  it.  Thus,  in  a 
depression,  the  operating  costs  of  business  (including  interest  on  capi- 
tal) are  low,  inventories  have  been  reduced,  uninvested  funds  are 
accumulating,  while  bank  reserves  have  risen.  These  conditions  set 
the  stage  for  recovery.  In  a  boom,  operating  costs  (including  interest) 
are  at  a  high  level,  inventories  are  large,  bank  credit  is  fully  extended: 
these  conditions  check  further  expansion  and  in  due  course  cause  the 
volume  of  business  activity  to  decline. 
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Mitchell  was  less  concerned  with  discovering  causes  than  with 
examining  the  cycle  as  a  phenomenon,  and  his  work  contributed 
greatly  to  an  understanding  of  cyclical  movements.  His  1927  book, 
Business  Cycles:  the  Problem  and  its  Setting,  contained  a  wealth  of 
statistical  material  bearing  on  cycles.  Subsequent  studies  of  cycles 
have  been  published  by  the  National  Bureau  of  Economic  Research, 
notably  Measuring  Business  Cycles  ( 1946 )  and  What  Happens  During 
Business  Cycles  ( 1951 ) .  Mitchell  and  Arthur  F.  Burns  were  co-authors 
of  the  1946  volume,  Burns  having  succeeded  Mitchell  as  director  of 
this  research.  What  Happens  During  Business  Cycles  appeared  bearing 
only  Mitchell's  name,  although  published  posthumously,  and  it  had  as 
an  explanatory  sub-title  A  Progress  Report.  Mitchell's  method  of 
study  opened  the  way  for  statistical  examination  of  cyclical  patterns 
and  the  ^identification  of  "leading  series"  (such  as  common  stock 
prices )  which,  on  an  average  of  a  term  of  years,  have  moved  upward 
and  downward  before  the  general  business  movement  took  place.  The 
National  Bureau  has  developed  "statistical  indicators,"  which  utilize 
such  series  and  have  been  employed  for  forecasting  purposes. 


KEYNESIAN    AND    POST-KEYNESIAN    THEORIES 

During  the  1930's,  the  commercial  world  experienced 
the  most  severe  depression  since  statistical  data  became  available  by 
which  the  severity  of  depressions  could  be  judged— probably  the  worst 
of  all  time.  Unemployment  became  so  widespread  that,  in  their  dis- 
satisfaction, citizens  overturned  their  governments  in  elections  in  most 
of  the  western  countries  on  the  supposition  that  the  ousted  govern- 
ments ought  to  have  avoided  such  a  depression. 

The  situation  called  for  a  re-examination  of  their  theories  by  econ- 
omists, as  well  as  a  reconsideration  of  government  policies.  This  was 
the  environment  in  which  John  Maynard  Keynes  (later  Baron  Keynes, 
1883-1946)  wrote  his  General  Theory  of  Employment,  Interest  and 
Money.  Keynes  was  a  British  civil  servant  for  some  years,  serving  in 
the  Treasury;  subsequently,  he  taught  at  Cambridge  University.  He 
was  a  member  of  the  Macmillan  Committee,  which  examined  British 
monetary  and  banking  policies  between  the  two  world  wars,  and  fre- 
quently he  acted  as  an  adviser  to  the  government.  He  had  shown  his 
interest  in  monetary  matters  by  producing  a  book  on  Indian  Currency 
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and  Finance,  prior  to  World  War  I  ( 1913 ) .  Two  works  resulted  from 
his  connection  with  the  British  delegation  to  the  peace  conference  at 
the  end  of  that  war,  The  Economic  Consequences  of  the  Peace  ( 1919 ) 
and  A  Revision  of  the  Treaty  ( 1922 ) .  Both  attracted  wide  attention  for 
the  vigorous  criticism  which  Keynes  made  of  the  basis  of  the  peace 
treaty.  Then  followed  A  Tract  on  Monetary  Reform  (1923),  which 
expressed  its  author's  concern  over  the  change  that  had  taken  place 
in  the  purchasing-power  of  money.  A  Treatise  on  Money  (1930)  ex- 
amined a  number  of  aspects  of  the  theory  of  money,  prices,  and  busi- 
ness movements,  giving  special  attention  to  problems  of  British  policy 
at  the  time.  The  General  Theory  of  EmploymentjInt^eMai3^Mj)ney 
was  published  in  1936;  it  is  not  too  much  to  say  that  this  book  revolu- 
tionized the  thinking  of  contemporary  economists  on  employment  and 
income.  The  title  of  A  Treatise  on  Probability  (1921)  showed  one  of 
Keynes's  interests  outside  the  field  of  economics. 

KEYNES'   "TREATISE    ON    MONEY" 

Some  of  the  points  discussed  in  the  Treatise  on 
Money  are  worth  attention  here.  Keynes  took  up  the  issue  of  the 
British  return  to  the  gold  standard  in  1925.  He  said  that  this  meant  a 
price  deflation  in  Britain,  to  adjust  the  local  price  level  to  that  of 
world  prices.  It  left  the  British  business  enterpriser  faced  by  three 
possible  choices.  He  could  "put  up  with  his  losses  as  best  he  could"— 
"To  a  surprising  extent  and  for  a  surprising  length  of  time,  he  sub- 
mitted" to  this  condition,  according  to  Keynes.  The  enterpriser  could 
"withdraw  from  his  less  profitable  activities,  J:hus.  reducing  output  and 
employment."  This  course  also  was  followed,  with  the  result  that  "the 
loss  of  national  wealth  .  .  .  was  enormous."  Lastly,  Keynes  said, 
\  efficiency  could  be  increased  so  as  to  permit  "a  maintenance  of  money 
earnings  per  unit  of  the  factors  of  production."  Keynes  expressed  the 
opinion  that  resistance  on  the  part  of  labor  unions  to  reductions  in 
money  wages  was  such  that  "at  long  last,  perhaps,"  the  last-mentioned 
of  these  three  courses  "will  be  the  way  of  escape."18 

Keynes  in  this  book  raised  the  question  of  what  should  be  the 
purpose  of  a  monetary  standard.  He  pointed  out  that  an  international 
standard,  which  meant  the  maintenance  of  fixed  rates  of  exchange 
between  the  currencies  of  the  different  participating  countries,  had 
advantages  in  affording  stability  to  trading  relationships  and  foreign 
1S  Treatise  on  Money,  II,  183-184. 
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lending.  On  the  other  hand,  an  nnmanaged  gold  standard  had  not, 
historically,  provided  stable  purchasing  power,  nor,  in  the  post-World- 
War-I  period,  had  it  given  stability  of  employment.  Keynes  favored 
an  internationally-managed  monetary  standard.  In  the  absence  of 
international  management,  he  gave  support  to  national  management, 
even  when  this  meant  instability  of  foreign  exchange  values.  These 
views  of  Keynes,  only  partly  set  forth  in  the  Treatise  on  Money,  were 
influential  in  molding  British  and  also  American  monetary  policy,  not 
only  during  the  1930's  but  in  the  discussions  which  took  place  (par- 
ticularly at  the  Bretton  Woods  conference)  concerning  the  monetary 
arrangements  to  be  instituted  after  World  War  II.  Involved  was  the 
fact  that  a  fixed  rate  of  foreign-exchange  values  ties  the  price  level  of 
a  country  to  the  world  price  level,  so  that  boom  and  depression— or 
longer-term  inflation  and  deflation,  as  the  case  may  be— in  the  world  as 
a  whole  are  strongly  reflected  in  the  country  concerned. 

CURRENCY   DEPRECIATION   AND   PRICE   RIGIDITIES 

During  the  depression  of  the  1930's,  one  nation  after 
another  discovered  that  abandonment  of  its  previous  foreign-exchange 
rate,  followed  by  depreciation  of  the  foreign-exchange  value  of  its 
currency  and  an  accompanying  rise  in  the  internal  price  level,  was 
succeeded  by  economic  recovery,  with  expansion  of  employment  and 
income.  It  was  the  condition  to  which  David  Hume  had  referred. 
Business  costs  were  relatively  rigid,  so  that  in  a  rising  price  situation 
the  sale  price  of  output  increased  more  in  the  short  run  than  did  the 
level  of  production  costs,  with  the  result  that  profit  was  increased. 
The  benefit  to  enterprisers  was  a  temporary  one,  as  Hume  had  said,19 
and  it  ceased  when  the  various  prices  became  realigned,  although 
custom  and  long-term  contracts  made  such  a  realignment  a  lengthy 
process. 

Price  inflexibility  received  considerable  attention  during  the  1920's 
and  1930's.  Gustav  Cassel  prepared  a  report  for  the  League  of  Nations, 
entitled  Recent  Monopolistic  Tendencies  in  Industry  and  Trade,  Being 
an  Analysis  of  the  Nature  and  Causes  of  the  Poverty  of  Nations 
( 1927 ) .  In  it,  Cassel  drew  attention  to  the  rigid  price  policies  pursued 
by  the  European  cartels  and  other  large  sellers.  Lionel  Robbins,  in  his 
book,  The  Great  Depression  (1934),  argued  that  the  price  support 

19  See  passages  from  Of  the  Balance  of  Trade  and  Of  Money,  cited  on  pp.  78  and 
337-338  of  this  book. 
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programs  of  the  various  governments,  individually  or  in  conjunction 
with  one  another,  had  helped  to  make  the  depression  as  severe  as  it 
was.  The  view  that  booms  and  depressions  were  magnified,  if  not 
caused,  by  price  stabilization  was  based  on  the  assumption  that,  with 
rigid  selling  prices,  fluctuations  in  demand  had  more  effect  on  the 
volumes  of  output  and  of  employment  than  would  be  seen  if  prices 
were  more  flexible.  There  is  much  truth  in  this  assumption.  However, 
to  proceed  from  this  to  the  supposition  that  booms  and  depressions 
can  be  controlled  by  an  appropriate  policy  of  price  flexibility  is  another 
matter.  If  all  prices  could  be  made  flexible,  the  plan  might  be  success- 
ful; but  if  only  some  prices  were  made  flexible  these  would  have  to 
compensate  for  rigidities  elsewhere,  if  business  activity  were  to  be 
stabilized.  A  wage  reduction  would  have  to  be  sufficiently  large  to 
compensate  for  bond  interest  or  real  estate  taxes  which  remain  at  the 
same  level.  Moreover,  the  spending  of  income  is  involved.  The  wage 
cut  would  not  only  have  to  be  big  enough  to  stabilize  employment  at 
the  existing  level  of  demand;  it  would  have  to  be  greater  to  allow  for 
the  diminution  in  demand  which  would  result  from  the  wage  reduc- 
tion itself.  This  raises  one  of  the  problems  toward  which  Keynes' 
General  Theory  of  Employment,  Interest  and  Money  was  directed. 

KEYNES'   "GENERAL    THEORY" 

The  title,  General  Theory  of  Employment,  Interest  and 
Money,  made  it  clear  that  Keynes  gave  his  book  a  wider  scope  than 
money  or  business  cycles.  He  studied  equilibrium  in  the  economy  as  a 
whole  but  indicated  his  belief  that  it  was  not  enough  to  secure  such  an 
equilibrium,  abolishing  the  business  cycle.  Equilibrium  might  exist 
with  less  than  full  employment  and  with  a  national  income  below  its 
conceivable  level.  Equilibrium  with  full  employment  and  a  national 
income  as  high  as  might  be  desirable  were  the  objectives  that  he 
pursued.  Keynes  did  not  define  these  in  any  precise  manner. 

He  listed  three  determinants  of  income  and  employment:  (1)  The 
marginal  propensity  to  consume,  or  the  proportion  of  the  last-spent 
or  marginal  unit  of  money  which  is  expended  on  consumption  (for 
example,  if  eighty  cents  of  the  last  dollar  that  is  spent  are  expended 
on  consumption,  the  marginal  propensity  to  consume  is  four-fifths). 
This  proportion  was  regarded  by  Keynes  as  a  matter  of  consumer 
decision  but  he  viewed  its  value  as  relatively  stable,  although  not 
entirely  so.  ( 2 )  The  marginal  efficiency  of  capital,  or  the  amount  that 
the  last  or  marginal  unit  of  capital  adds  to  the  product.  This  Keynes 
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supposed  to  be  governed  by  the  technical  factors  involved  in  produc- 
tion but,  bearing  in  mind  that  the  product  must  find  a  market,  it  was 
also  governed  by  the  state  of  business  expectations.  (3)  The  rate  of 
interest,  which  itself  was  supposed  to  be  determined  partly  by  the 
quantity  of  money  but  also  related  to  the  liquidity  preference  sched- 
ule. The  latter  was  a  set  of  points  at  which  the  public  was  willing  to 
switch  its  assets  between  cash  and  investments.  Keynes  said  in  this 
connection  that  people  wanted  to  hold  money  for  three  reasons— to 
handle  their  transactions,  as  a  reserve  against  contingencies,  and  for 
speculative  purposes.  The  first  two  motives  for  holding  cash  operated 
rather  steadily,  in  Keynes'  opinion,  but  the  last  was  unstable.  When 
prices  were  expected  to  rise,  people  preferred  to  hold  other  assets 
(such  as  industrial  common  shares)  to  holding  cash;  when  the  price 
level  was  expected  to  fall,  they  preferred  to  hold  cash.  Keynes'  ideas 
on  the  various  relationships  which  were  involved  are  indicated  gener- 
ally in  Figures  8,  9,  and  10,  although  Keynes  himself  did  not  provide 
such  figures  to  elucidate  his  theories. 

The  left-hand  graph  of  Figure  8  shows  a  liquidity  preference 
schedule,  S.  The  lower  the  rate  of  interest,  the  greater  the  amount  of 
money  supposed  to  be  held  by  members  of  the  public.  With  an  interest 
rate  of  0iu  an  amount  of  money  equal  to  0m2  is  held;  with  a  rate  of 
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Figure  8.    Liquidity  preference  related  to  interest  and  income. 

0i2,  an  amount  of  Orrit  of  money  is  held.  The  right-hand  graph  of  this 
figure  shows  the  effect  of  variations  in  the  amount  of  income  received 
by  members  of  the  public.  St  represents  the  liquidity  preference  sched- 
ule for  a  lower  income,  S2  the  schedule  for  a  higher  income.  The 
greater  the  amount  of  income,  the  more  the  amount  of  money  held  by 
the  public,  with  the  interest  rate  remaining  unchanged.  Thus,  with  an 
interest  rate  of  Oil  and  an  income  reflected  by  the  liquidity  preference 
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schedule  Sl9  0m1  of  money  is  held;  whereas  with  the  same  interest 
rate  but  an  income  to  which  the  liquidity  preference  schedule  S2 
refers,  the  amount  of  money  held  becomes  0m2. 

The  left-hand  graph  of  Figure  9  illustrates  a  schedule  of  the  mar- 
ginal efficiency  of  capital.  It  represents  the  demand  curve  of  the 
society  for  money  for  investment  purposes.  The  lower  the  rate  of 
interest,  the  greater  the  volume  of  investment  which  takes  place.  The 
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Figure  9.    Investment  related  to  interest  and  income. 

right-hand  graph  shows  the  effect  of  alterations  in  the  income  of  the 
society.  Mx  is  the  marginal  efficiency  schedule  for  the  smallest  income, 
M2  is  a  schedule  for  a  larger  income,  and  M3  is  a  schedule  for  a  still 
greater  income. 

The  left-hand  graph  of  Figure  10  shows  consumption  related  to 
income.  The  line  C  represents  consumption  when  this  differs  from 
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Figure  10.    Income  related  to  consumption  and  interest 
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income,  and  C  —  Y  shows  consumption  when  all  the  income  is  being 
consumed,  Y  representing  income.  With  an  income  of  OY,,  the 
community  consumes  its  entire  income.  As  income  rises  above  0Yl5 
an  increasing  amount  of  the  income  which  exceeds  0YX  is  not  con- 
sumed. This  is  the  amount  which  is  available  for  investment.  The 
right-hand  graph  of  this  figure  shows  the  effect  of  alterations  in  the 
rate  of  interest.  The  lower  the  rate,  the  higher  the  level  of  consump- 
tion. Cx  is  the  consumption  schedule  for  the  lowest  interest  rate,  C2 
that  for  a  higher  rate,  and  C3  is  the  schedule  for  the  highest  interest 
rate.  Keynes  himself  did  not  develop  this  interest  rate  relation.20 

Keynes  recognized  that  money  circulates,  so  that  it  is  spent  again 
and  again.  He  believed,  however,  that  losses  or  leakages  from  the 
spending  stream  occur  (for  example,  by  hoarding).  If  the  size  of  the 
losses  were  known  and  constant,  it  could  be  computed  how  much  a 
dollar  added  to  the  spending  stream  of  the  economy  would  add  to  the 
total  amount  expended.  Thus,  if  each  time  money  is  spent,  one-fifth 
is  lost  from  the  spending  stream,  the  expenditure  of  an  additional 
dollar  would  increase  total  spending  by  $1.00  +  $0.80  +  $0.64  + 
).51  +  $0.41,  etc.,  giving  a  total  which  gets  nearer  and  nearer  to 
;$5.00  with  every  addition.  The  total  never  quite  reaches  $5.00,  but  the 
difference  soon  becomes  negligible.  The  term  "multiplier"  was  used 
by  Keynes  in  this  connection.  In  this  example,  the  multiplier  is  five. 
Keynes  was  referring  to  money  spent  above  an  amount  of  0Y1 
in  the  left-hand  graph  of  Figure  10.  The  size  of  the  multiplier  indi- 
cates the  slope  of  the  line  marked  C  in  this  graph.  With  this  relation- 
ship in  mind,  Keynes  proposed  to  remedy  depression  conditions  by 
adding  money  to  the  spending  stream  of  the  economy.  At  its  worst, 
depression  could  not  reduce  the  income  of  the  economy  below  the 

20  Represented  algebraically,  the  relationships  shown  in  the  figures  are  as  follows : 
Fig.  8.     M  =  Fi   (i,  Y),  where     M  is  the  amount  of  money  held, 

i  is  the  rate  of  interest, 

Y  is  the  amount  of  income, 

Ft  is  the  function  or  relationship. 
Fig.  9.     I  =  F2   (i,  Y),  where      I  is  the  amount  of  investment, 

i  is  the  rate  of  interest, 

Y  is  the  amount  of  income, 

F2  is  the  function  or  relationship. 
Fig.  10.  Y  —  F3  (C,  i),  where     Y  is  the  amount  of  income, 

C  is  the  amount  of  consumption, 
i  is  the  rate  of  interest, 
F3  is  the  function  or  relationship. 
or  we  could   say:    C  =  F3   (Y,  i). 
In  addition,  we  have: 

Y  =  C  +  I  (amount  of  income  =  amount  of  consumption  +  amount  of  invest- 


ment ) . 
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level  at  which  it  is  all  consumed,  that  is  to  say,  below  0Yt  in  the  left- 
hand  graph  of  Figure  10.  Spending  additional  money  would  raise  in- 
come above  0Yt  and  therefore  would  increase  both  saving  and  invest- 
ment, as  well  as  consumption.  More  money  would  be  kept  on  hand  by 
consumers  (Figure  8)  but  also  interest  rates  would  be  lowered  and 
there  would  be  a  greater  volume  of  investment.  Increased  payments  for 
production  factors  would  raise  incomes.  Keynes  went  so  far  as  to 
suggest  that  continuing  full  employment  might  produce  such  volumes 
of  income,  saving,  and  investment  as  would  lower  the  marginal  ef- 
ficiency of  capital  ( and  therefore  the  rate  of  "pure  interest"  as  distinct 
from  an  interest  rate  that  included  handling  charges)  to  zero  within 
a  generation. 

In  his  Treatise  on  Money,  Keynes  had  emphasized  that,  to  ensure 
economic  equilibrium,  in  total,  all  incomes  should  be  spent.  Thus, 
money  spent  on  consumers  goods  should  equal  the  cost  of  producing 
them,  and  money  expended  on  capital  goods  should  equal  the  cost 
of  producing  them.  Savings  (money  set  aside  from  income,  not  being 
spent  on  consumers'  goods)  should  equal  investment  (money  ex- 
pended on  producing  capital  goods).  Keynes  abandoned  this  termi- 
nology in  his  General  Theory  of  Employment,  Interest  and  Money 
but  not  the  ideas  behind  it.  He  attributed  much  of  the  difficulty 
which  the  economy  was  experiencing  in  the  1930's  to  unspent  savings: 

An  act  of  individual  saving  means— so  to  speak— a  decision  not  to  have 
dinner  today.  But  it  does  not  necessitate  a  decision  to  have  dinner  or  buy 
a  pair  of  boots  a  week  hence  or  a  year  hence  or  to  consume  any  specified 
thing  at  any  specified  date.  Thus  it  depresses  the  business  of  preparing 
today's  dinner  without  stimulating  the  business  of  making  ready  for  some 
future  act  of  consumption.21 

Keynes  commented:  "'To  dig  holes  in  the  ground,'  paid  for  out  of 
savings,  will  increase,  not  only  employment,  but  the  real  national  divi- 
dend of  useful  goods  and  services."  He  went  on:  "It  is  not  reasonable, 
however,  that  a  sensible  community  should  be  content  to  remain 
dependent  on  such  fortuitous  and  often  wasteful  mitigations  when 
once  we  understand  the  influences  upon  which  effective  demand 
depends."22 

On  the  subject  of  business  cycles,  Keynes  said: 

...  we  shall  find  that  fluctuations  in  the  propensity  to  consume,  in  the 
state  of  liquidity-preference,  and  in  the  marginal  efficiency  of  capital  have 

General  Theory,  p.  210. 
Ibid.,  p.  220. 
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all  played  a  part.  But  I  suggest  that  the  essential  character  of  the  Trade 
Cycle  and,  especially,  the  regularity  of  time-sequence  and  of  duration 
which  justifies  us  calling  it  a  cycle,  is  mainly  due  to  the  way  in  which 
the  marginal  efficiency  of  capital  fluctuates.23 

Keynes  commented  that  it  had  been  customary  to  attribute  "crises" 
to  a  rise  in  the  interest  rate  which  was  caused  by  an  increased  demand 
for  money,  but  he  looked  on  this  as  no  more  than  an  aggravating 
element.  The  main  cause  was  "a  sudden  collapse  in  the  marginal 
efficiency  of  capital,"  brought  about  by  changed  expectations.  The 
fall  might  be  too  severe  for  any  practicable  reduction  in  the  rate  of 
interest  to  stimulate  investment.  "There  is,  indeed,  force  in  the  argu- 
ment that  a  high  rate  of  interest  is  much  more  effective  against  a 
boom  than  a  low  rate  of  interest  against  a  slump."24  Even  if  "over- 
investment" were  a  normal  characteristic  of  the  boom,  "the  remedy 
would  not  lie  in  clapping  on  a  high  rate  of  interest  which  would 
probably  deter  some  useful  investments,  and  might  further  diminish 
the  propensity  to  consume,  but  in  taking  drastic  steps,  by  redistribut- 
ing incomes  or  otherwise,  to  stimulate  the  propensity  to  consume."25 


EMPLOYMENT    STABILITY,    STAGNATION,    AND 
ECONOMIC  GROWTH 

The  work  of  Keynes  drew  attention  to  the  current-in- 
come-creation aspect  of  investment,  to  the  neglect  of  that  of  the 
creation  of  future  output.  Earlier  writers  had  differed  in  the  emphasis 
which  they  had  placed  on  these  two  aspects  of  investment.  Wicksell, 
for  example,  had  concerned  himself  mainly  with  current  income 
creation.  Aftalion,  on  the  other  hand,  had  given  his  attention  princi- 
pally to  the  output-creating  aspect  of  investment.  Keynes  recognized 
the  productivity  or  output-creating  aspect  but  he  put  his  emphasis 
almost  entirely  on  the  role  which  investment  played  in  channeling 
payments  from  enterprisers  to  owners  of  factors  of  production  at  the 
time  the  investment  was  made;  investment  created  income  currently. 
Population  was  causing  considerable  concern  to  economists  in  the 
1930's.  The  number  of  births  in  the  United  States  in  that  decade  was 
insufficient  to  maintain  the  total  population  of  the  country.  A  decline 
in  population  was  believed  to  be  in  prospect.  This  was  true  of  Britain 
also.  Keynes  examined  the  relationship  between  population  change, 
on  the  one  hand,  and  investment  and  employment,  on  the  other,  in 

23  Ibid.,  p.  313.  24  Ibid.,  p.  320.  25  Ibid.,  p.  321. 
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his  Galton  lecture  to  the  Eugenics  Society  in  1937.20  Saying  (unwisely, 
as  events  turned  out)  that  such  a  forecast  could  be  made  more  safely 
than  almost  any  other  in  economics,  he  predicted  a  decline  in  popu- 
lation and  proceeded  to  estimate  its  effects  on  investment  and  em- 
ployment. He  said  that  capital  needs  were  determined  by  three  factors, 
(1)  the  number  of  consumers,  (2)  the  average  level  of  consumption, 
and  (3)  the  average  length  of  the  period  of  production.  Contrary  to 
the  currently  accepted  view,  Keynes  considered  that  the  length  of 
the  production  period  might  decrease.  With  population  also  promis- 
ing to  decline,  he  raised  the  question  of  whether  the  average  level  of 
consumption  could  be  expected  to  rise  sufficiently  to  require  the 
amount  of  investment  which  would  afford  full  employment  with  exist- 
ing social  arrangements.  He  concluded  that  it  could  not  do  so.  He 
ended  by  saying  that,  of  the  two  "devils"  which  had  been  raised  by 
Malthus  to  frighten  mankind,  the  chaining-up  of  "Devil  P"  (popula- 
tion growth)  left  man  even  more  exposed  to  the  menace  presented  by 
"Devil  U"  (unemployment). 

In  the  United  States,  Alvin  Harvey  Hansen  ( 1887-  )  gave  a  presi- 
dential address  to  the  American  Economic  Association  in  1938  with 
the  title  "Economic  Progress  and  Declining  Population  Growth."27 
Hansen  supported  Keynes'  view  on  the  effect  of  population  change. 
He  said,  however,  that  another  important  factor  in  investment  in  the 
nineteenth  century  had  been  the  opening  up  of  new  territory.  He  cited 
the  report  on  Limits  of  Land  Settlement  (1937),  by  Isaiah  Bowman 
and  his  associates,  as  evidence  that  no  important  unsettled  areas  re- 
mained. Population  would  grow  with  further  industrialization,  notably 
in  Russia,  but  western  capital  was  unlikely  to  play  much  part  in  this. 
In  the  absence  of  countervailing  measures,  capital-using  technological 
advances  alone  stood  behind  the  investment  demand  of  the  future  in 
the  western  world,  according  to  Hansen.  Even  these  were  lessening 
under  the  influence  of  monopoly,  which  limited  innovations  to  condi- 
tions in  which  the  undepreciated  value  of  existing  equipment  was 
compensated  by  the  benefits  accruing  to  its  owners  from  the  new 
processes. 

This  is  the  so-called  stagnation  thesis,  commonly  associated  with 
Hansen,  which  colored  the  economic  thought  of  the  period  just  before 

26  Published  as  "Some  Economic  Consequences  of  a  Declining  Population,"  Eugen- 
ics Review,  XXIX  (April  1937),  13-17. 

"  American  Economic  Review,  XXIX  (March  1939),  1-15.  Reprinted  in  Readings 
in  Business  Cycle  Theory,  pp.  366-384. 
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World  War  II.  To  those  who  accepted  this  view,  the  problem  of  un- 
employment appeared  less  a  cyclical  phenomenon  than  a  chronic 
condition.  Appropriate  remedies  might  be  sought  for  it  (as  Keynes 
suggested)  by  changing  the  social  system  so  as  to  distribute  wealth 
more  equally,  thus  raising  the  proportion  of  output  immediately  con- 
sumed, while  forcing  down  interest.  This  would  encourage  enterprisers 
to  lengthen  the  production  period  by  using  more  capital. 

After  World  War  II  was  over,  however,  an  atmosphere  of  greater 
optimism  prevailed.  Unemployment  had  been  virtually  nonexistent 
during  the  war.  In  the  meantime,  the  birth  rate  had  risen  substantially; 
and  an  amazing  number  of  technical  innovations  had  appeared, 
largely  stimulated  by  wartime  needs.  "New  frontiers"  of  settlement 
or  exploitation  were  found  in  Canadian  and  South  American  iron  ore 
deposits,  in  oil  in  the  Persian  Gulf  lands  and  possibly  from  the  tar 
sands  of  Alberta,  and  in  similar  developments.  Talk  of  stagnation  gave 
place  to  discussion  of  economic  growth. 

In  the  meantime,  Sir  Roy  Forbes  Harrod  (1900-  ),  of  Oxford 
University,  had  offered  a  theory  of  growth  in  "An  Essay  in  Dynamic 
Theory"28  (1939),  and  in  a  book,  Towards  a  Dynamic  Economics, 
Some  Recent  Developments  of  Economic  Theory  and  their  Applica- 
tion to  Policy  (1948).  Following  Keynes,  Harrod  recognized  that  full 
employment  could  be  achieved  in  the  present,  if  there  were  sufficient 
investment  to  create  the  income  (in  the  form  of  payments  for  services 
of  the  factors  of  production)  that  was  needed  to  buy  the  consumers' 
goods  which  currently  were  coming  into  existence.  Harrod  believed, 
however,  that  the  volume  of  investment  which  was  sufficient  to  afford 
full  employment  currently  may  prove  too  great  later,  in  the  sense 
that  when  the  new  investment  became  productive,  the  volume  of  out- 
put may  be  larger  than  can  be  sold  at  satisfactory  prices  with  the 
income  available  to  buy  it.  The  attainment  of  full  employment  cur- 
rently, therefore,  may  cause  unemployment  later. 

Harrod  stated  three  distinct  concepts  of  the  rate  of  income  growth. 
The  actual  or  experienced  rate  he  expressed  as  G.  Gw  was  the  rate  of 
growth  which  was  "warranted,"  in  the  sense  that  it  was  the  rate  which 
would  leave  enterprisers  satisfied  that  they  had  produced  the  cor- 
rect amounts  of  their  various  products.  A  third  rate,  Gn,  Harrod  called 
the  "natural"  rate.  It  was  the  rate  which  population  and  technical 
improvements  would  permit;  we  may  say  that  it  was  the  rate  affording 
full  employment  to  the  factors  of  production. 

28  Economic  Journal,  XLIX  (March  1939),  14-33. 
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Expressing  a  condition  of  full  employment  in  terms  of  these  growth 
rates,  we  can  say  that  full  employment  exists  when  Gw  equals  Gn, 
that  is  to  say,  when  enterprisers  are  satisfied  with  a  volume  of  em- 
ployment which  utilizes  all  the  available  resources.  The  three  growth 
rates  then  are  identical.  Bearing  in  mind  that  the  products  which 
result  from  the  investment  of  additional  capital  have  to  be  bought 
from  the  income  available  at  the  time  they  are  produced,  a  condi- 
tion of  continuing  full  employment  requires  that  ( 1 )  the  rate  of  growth 
in  income  equals  (2)  the  proportion  of  income  that  is  saved  and  in- 
vested, multiplied  by  (3)  the  productivity  of  newly-invested  capital, 
or  the  amount  of  product  resulting  from  a  unit  of  savings  and  in- 
vestment.29 

Looking  at  the  business  cycle  from  this  point  of  view,  we  may  say 
that,  during  an  upswing,  unemployment  exists  but  Gw  is  greater  than 
Gn.  Employment  expands  under  these  conditions  until  it  reaches  a 
ceiling  which  is  imposed  by  the  available  supply  of  resources.  The 
check  to  growth  that  then  takes  place  causes  a  slump  in  investment, 
which  reduces  income  and  therefore  causes  a  recession.  Employ- 
ment declines  until  a  floor  is  reached  at  the  bottom  of  the  depression. 
In  the  Keynes  model,  this  is  at  OYi  in  Figure  10,  that  is,  the  point  at 
which  no  investment  whatever  is  taking  place,  and  all  income  is 
being  consumed.  J.  R.  Hicks,  however,  pointed  out  that  there  is  some 
investment  which  is  "autonomous"  in  the  sense  that  it  is  not  income- 
created.  Hence,  even  at  the  bottom  of  a  slump,  some  construction  is 
likely  to  be  taking  place,  such  as  roads  built  by  government  bodies 
and  long-term  construction  projects  undertaken  by  public  utilities. 

29  Algebraically,  this  can  be  represented  as  follows : 

Gf  =  sP 
where  Gf  is  the  rate  of  growth  compatible  with  continuing  full  employment,  a 
growth  rate  being  the  proportionate  rise  in  income,  or 

AY  (increment  in  income  in  period) 
Y   (total  income  of  period), 
s  is  the  proportion  of  income  saved  and  invested  in  the  period, 
P  is  the  productivity  of  new  investment,  or 

AY  (increment  in  income  obtained) 
AC  (increment  in  capital  required). 
Thus,  to  take  figures  which  are  not  far  from  correct  under  present  conditions,  if 
15  per  cent  of  current  income  is  saved  and  invested  annually,  and  newly-invested 
capital  returns  one-third  of  its  value  in  annual  additions  to  income,  the  annual 
rate  of  growth  in  income  becomes  5  per  cent. 

100  _  100  X  3 
A  succinct  statement  of  what  is  substantially  the  same  theory  as  Harrod's  was 
made  by  Evsey  Domar  in  an  article  entitled  "Expansion  and  Employment"  which 
appeared  in  1947  and  is  reproduced  in  Domar's  Essays  in  the  Theory  of  Economic 
Growth  (New  York:  Oxford  University  Press,  1957). 
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Here  we  have  a  view  of  the  business  cycle  as  a  continuing  oscilla- 
tion between  two  extreme  points,  the  one  a  high  level  of  activity 
with  all  available  resources  in  use,  and  the  other  a  low  level  at  which 
autonomous  investment  and  consumption  set  a  limit  below  which  in- 
come cannot  fall. 

The  particular  economic  model  which  Harrod  used  to  explain  his 
ideas  was  one  of  increasing  instability.  If  growth  rates  were  not 
properly  synchronized,  divergencies  from  the  equilibrium  level  would 
increase.  If  the  real  economy  were  to  behave  in  such  a  fashion,  the 
problem  of  achieving  and  maintaining  stability  of  employment  would 
be  a  highly  disturbing  one.  Fortunately,  it  can  be  said  that  Harrod's 
model  behaved  as  it  did  largely  because  he  assumed  that  certain 
economic  relationships  would  remain  constant,  particularly  the  pro- 
pensity to  consume  and  the  ratio  between  new  capital  investment  and 
the  resulting  increase  in  output.  Actually,  these  relationships  are  likely 
to  alter.  People  may  spend  more  of  their  income  and  thus  diminish 
the  propensity  to  save,  or  the  government  may  channel  investment 
into  fields  in  which  the  resulting  output  does  not  take  the  form  of 
goods  which  come  to  the  market  for  sale.  Public  buildings  afford  an 
illustration  of  the  latter. 

Hicks  is  noteworthy  among  other  writers  who  have  developed 
models  of  the  business  cycle  along  similar  lines  to  those  followed  by 
Harrod.30  A  feature  of  this  work  is  its  combination  of  the  multiplier 
concept,  mentioned  in  connection  with  Keynes,  with  the  principle  of 
acceleration,  or  accelerator,  developed  earlier  by  John  Maurice  Clark 
(1884-  ),  of  Columbia  University,  in  an  article  entitled  "Business 
Acceleration  and  the  Law  of  Demand:  A  Technical  Factor  in  Eco- 
nomic Cycles"  ( 1917 )  .31  The  multiplier  refers  to  the  spending  and  re- 
spending  of  money;  the  accelerator  to  the  dependence  of  new  invest- 
ment on  changes  in  the  level  of  consumption. 

Inventories  have  been  brought  into  the  business  cycle  picture, 
Hawtrey's  views  on  the  cost  of  holding  inventories  having  already  been 
mentioned.  Lloyd  Appleton  Metzler  (1913-  ),  of  the  University  of 
Chicago,  has  studied  relationships  over  the  cycle  between  sales,  in- 
ventories, and  output.  The  point  has  been  made  that,  when  an  increase 
in  demand  occurs  in  a  time  of  below-normal  prosperity,  an  early  effect 
is  to  reduce  inventories.  Later,  producers  in  their  attempts  to  achieve 

30  See  J.  R.  Hicks,  A  Contribution  to  the  Theory  of  the  Trade  Cycle  (London: 
Oxford  University  Press,  1950). 

31  Journal  of  Political  Economy,  XXV  (March  1917),  217-235.  Reprinted  in  Read- 
ings in  Business  Cycle  Theory,  pp.  235-260. 
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their  usual  proportions  of  inventories  to  sales  increase  output  to  a 
higher  level  than  can  be  sustained  after  these  proportions  have  been 
reached.  A  contraction  of  production  and  of  income,  with  falling  de- 
mand, follows.  Metzler's  ideas  were  developed  in  articles  on  "The 
Nature  and  Stability  of  Inventory  Cycles"  ( 1941 )  and  "Factors  Gov- 
erning the  Length  of  Inventory  Cycles"  (1947).  Metzler  has  studied 
also  the  relations  between  prosperity  levels  and  international  balances 
of  payments.  Two  articles  may  be  mentioned  as  of  interest  in  this 
connection,  both  published  in  1945,  "World  Prosperity  and  the  British 
Balance  of  Payments,"  by  Metzler  with  Randall  Weston  Hinshaw 
(1915-  ),  a  member  of  the  United  States  mission  to  the  North  At- 
lantic Treaty  Organization,  and  "American  Prosperity  and  the  British 
Balance-of -Payments  Problem,"  by  Hinshaw  alone.  What  are  involved 
here  are  the  "terms  of  trade"  or  relative  price  levels  of  imports  and  ex- 
ports, as  well  as  the  effect  of  cycles  on  incomes  in  the  importing  and 
exporting  countries. 

What  has  been  contributed  to  business-cycle  theories  by  Keynes, 
Harrod,  and  Hicks?  Essentially,  it  seems,  they  have  given  formal  ex- 
pression to  the  idea  that  goes  back  through  Marx  to  Malthus,  that 
cycles  are  caused  by  the  volume  of  investment  outrunning  demand. 
The  models  developed  by  these  economists  are  difficult  to  accept  in  any 
rigid  manner,  and  the  accelerator  does  not  find  convincing  statistical 
support.  But,  as  with  other  models,  the  general  ideas  seem  of  value. 
The  theories  of  Keynes  and  Harrod  have  to  be  added  to  the  picture 
which  has  been  put  together  over  the  years  by  a  large  number  of 
investigators  of  the  business  cycle.  Each  writer  has  emphasized  one 
or  more  aspects  of  a  complicated  whole.  The  accumulation  of  invest- 
ment funds  was  stressed  by  Mill  and  Schumpeter.  Hume,  Thornton, 
Attwood,  and  others  noticed  the  effect  of  increased  spending.  Thorn- 
ton and  Wicksell  paid  attention  to  the  interest  rate.  Climates  of  busi- 
ness optimism  and  pessimism  were  considered  by  Pigou.  Schumpeter 
made  a  point  of  innovations.  Cassel  spoke  of  rising  costs  checking  the 
upswing  of  the  cycle.  Mitchell  explored  amplitudes  and  time  se- 
quences. All  these  and  others  contributed  to  an  understanding  of  the 
cycle. 

Remedial  measures  were  proposed  and  adopted.  An  appropriate 
use  of  the  interest  rate  has  long  received  favor.  More  recently,  it  has 
become  accepted  that  the  government  budget  should  be  unbalanced 
in  depressions  and  over-balanced  in  times  of  boom.  Built-in  stabil- 
izers, such  as  unemployment  insurance,  have  become  a  feature  of 
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the  economy.  An  effect  of  model-building  such  as  that  of  Keynes  and 
Harrod  has  been  to  make  it  appear  that  a  solution  of  the  problem  may 
be  simple:  "press  button  b  and  a  certain  amount  of  additional  out- 
put can  be  anticipated,  say,  six  months  later."  The  matter  is  more  com- 
plicated than  this.  Depressions  have  continued— witness  those  of  1949, 
1954,  and  1957-1958— but  at  all  events  none  to  the  time  of  the  writing 
of  this  book  have  proved  so  serious  as  the  more  important  of  those 
experienced  prior  to  World  War  II. 
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CHAPTER   16 


ASSOCIATION 

AND 

PLANNING 


Some  philosophers  in  the  past  have  argued  that  or- 
ganized society  began  when  people  who  previously  had  been  living 
independently  entered  into  a  compact  in  which  they  surrendered  their 
individual  freedom  in  return  for  protection  of  life  and  property,  and 
for  other  services  of  government.  This  is  the  "social  contract"  theory 
of  the  origin  of  government  and  it  was  advanced  by  writers  as  far 
apart  as  Lucretius  in  ancient  Rome  and  Thomas  Hobbes  and  John 
Locke  in  seventeenth-century  England.  There  is  little  in  recorded 
history  which  supports  such  a  theory,  although  probably  it  has  had 
some  usefulness  in  helping  to  define  the  rights  of  the  individual  within 
the  social  group.  It  is  evident  that  men  have  lived  with  other  men  in 
societies  ever  since  the  dawn  of  human  history,  whatever  happened 
before  then.  It  is  also  well  known  that  complex  societies  exist  even  in 
the  animal  world,  those  of  ants  and  bees  being  especially  noteworthy 
for  the  degree  to  which  specialization  and  association  are  carried. 

The  attention  of  social  thinkers  has  always  been  attracted  to  the 
problem  presented  by  the  place  of  the  individual  in  relation  to  his 
society.  On  one  side  have  stood  those  who  have  seen  a  clash  between 
individual  and  social  interests  and  have  called  for  a  reconciliation  of 
the  two,  or  a  decision  between  them  on  particular  issues  as  these 
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arose.  This  was  the  attitude  of  John  Stuart  Mill  in  the  middle  of  the 
nineteenth  century,  as  has  been  examined  in  Chapter  7.  Hegel  took 
his  stand  on  the  other  side,  arguing  that  morality  consisted  in  the  as- 
similation (if  not  subordination)  of  the  individual  good  to  the  group 
or  social  good.  Chapter  9  studied  this  view.  The  purpose  of  the  present 
chapter  is  to  consider  further  the  evolution  of  thought  on  the  place  of 
the  individual  in  society.  The  immense  growth  that  has  taken  place 
in  recent  years  in  the  degree  of  specialization  which  exists  in  human 
functions,  and  the  corresponding  increased  interdependence  and  need 
for  co-ordination,  have  made  this  a  pressing  question  in  our  own 
time.  How  far  individual  values  can  be  preserved  in  a  complex  and 
integrated  society  may  well  be  regarded  as  the  most  challenging 
social  problem  of  our  age. 


AUTHORITY    IN    SOCIETY 

The  existence  and  location  of  authority  in  society  has 
aroused  the  interest  of  philosophers  from  very  early  times.  Aristotle, 
in  his  Politics,  looked  upon  the  state  as  a  collection  of  citizens.  This  is 
much  as  we  think  of  the  United  States  of  America  today,  except  that 
Aristotle  had  in  mind  only  a  very  small  state,  perhaps  just  the  city 
of  Athens  and  its  neighborhood.  There  could  be  more  personal  knowl- 
edge and  understanding  between  the  various  citizens  of  such  a  state 
than  is  feasible  in  a  large  nation  like  the  United  States.  Aristotle  con- 
sidered what  sorts  of  people  it  was  necessary  to  include  in  the  state. 
His  criterion  was  self-sufficiency.  He  thought  that  there  should  be  a 
group  of  people  who  among  them  were  able  to  perform  all  the  func- 
tions that  were  requisite  for  the  society  to  exist  and  continue.  A  social 
group  which  was  dependent  on  trade  with  other  groups  did  not  qualify 
to  be  called  a  state  under  these  conditions.  Even  the  Greek  cities  were 
moving  away  from  self-sufficiency  in  Aristotle's  time,  because  they 
were  coming  to  depend  on  goods  imported  from  the  Black  Sea  area 
and  elsewhere. 

The  stresses  and  changes  of  early  Greek  society  aroused  attention 
not  only  in  military  and  political  areas  but  in  drama  and  literature. 
Sophocles'  play,  Antigone,  may  be  regarded  as  a  criticism  of  strong 
government.  In  the  relentless  progression  of  Greek  tragedy,  leading 
characters  of  the  play  one  by  one  demonstrated  that  they  preferred 
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death  to  abandoning  human  values  at  the  command  of  a  tyrant  or 
dictator. 

Later,  we  find  Aristotle  examining  the  forms  which  government 
might  take— democracy,  oligarchy,  or  autocracy.  Much  has  been  made 
of  such  distinctions  since  that  time  and  they  are  still  regarded  as  im- 
portant. Nevertheless,  a  theory  advanced  by  a  modern  Italian  political 
scientist,  Gaetano  Mosca  (1858-1941),  is  pertinent  here.  Mosca,  in 
his  Teorica  dei  governi  e  governo  parlamentare  ("Inquiry  into  Gov- 
ernment and  Parliamentary  Government,"  1884)  and  Elementi  di 
scienza  politica  ("Elements  of  Political  Science,"  1896;  translated  as 
The  Ruling  Class,  1939),  advanced  the  view  that  whatever  be  the 
form  of  government— autocracy,  oligarchy,  or  democracy— states  in 
fact  tend  to  be  controlled  by  relatively  small  groups  of  people  whose 
abilities,  interests,  and  circumstances  enable  them  to  do  so.  Mosca 
said  that  democracy  could  be  expected  to  lead  to  anarchy  (in  the 
sense  of  political  chaos),  with  the  result  that  dictatorship  would 
emerge.  He  thought  that  government  was  best  when  a  ruling  class 
was  recruited  from  the  most  suitable  individuals  within  the  state, 
unimpeded  by  social  barriers  or  castes.  This  was  the  plan  proposed 
by  Plato,  in  his  Republic,  and  it  inspired  Mussolini  in  developing  his 
Fascist  state.  It  will  be  recognized  that  Mosca's  idea  of  a  series  of 
political  changes  had  some  affinity  to  the  views  of  Pareto  on  the  same 
subject,  as  these  are  explained  in  Chapter  13. 

THE   AUTHORITY   OF   CUSTOM 

Anthropologists  rather  generally  have  noticed  that 
custom  has  set  the  rules  governing  the  behavior  of  individuals  in  such 
primitive  societies  as  have  been  available  for  recent  study.  Historians 
also  have  stressed  the  influence  of  custom  as  a  force  in  the  social 
life  of  medieval  Europe.  Customs  have  developed  over  time.  They 
have  offered  workable  ways  of  living  in  environments  in  which  they 
have  emerged  and  they  have  continued  for  this  reason.  As  the  en- 
vironments have  changed,  the  customs  have  been  modified  so  as  to 
remain  a  workable  whole.  There  has  been  considerable  inertia,  and 
often  old  customs  have  persisted,  offering  resistance  to  social  change. 
Two  "schools"  of  historians  have  argued  about  the  origin  of  the 
manor  or  medieval  agricultural  village  of  western  Europe.  The  "Ro- 
man" school— of  whom  the  English  historian,  Frederick  Seebohm 
(1833-1912),  was  an  outstanding  member— theorized  that  the  manor 
developed  from   the  servile  villa  of  the  later  Roman  period.   The 
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"Teutonic"  school— whose  leader  was  Georg  Ludwig  von  Maurer,  al- 
ready mentioned— argued  that  the  manor's  origin  was  in  the  free 
village  of  the  Germanic  tribes.  It  seems  sensible  to  believe  that  the 
manor  may  have  arisen  from  both  these  roots  and  that  it  represented 
an  adjustment  of  each  to  the  environment  of  Europe  at  the  beginning 
of  the  Middle  Ages.  Self-governing  and  self-sustaining  units  offered 
a  workable  way  to  social  survival  in  the  conditions  prevailing  after 
the  Roman  power  had  collapsed.  The  manor  disappeared  when  the 
conditions  which  supported  it  themselves  passed  away. 

The  common  law  of  western  Europe  was  based  not  on  authori- 
tative enactment  but  on  custom.  A  man's  rights  in  a  particular  situation 
were  those  which  had  become  accepted  in  his  society.  In  the  Middle 
Ages,  there  was  a  customary  rule  that  residence  in  a  city  for  a  year 
and  a  day  was  in  itself  sufficient  to  free  a  man  from  feudal  claims. 
This  rule  arose  because  of  the  need  of  a  rising  urban  industry  for  a 
supply  of  labor  from  country  districts,  and  also  because  of  the  diffi- 
culty that  the  rural  lord  found  in  tracing  serfs  who  had  fled  from  his 
estate  to  distant  cities.  The  problem  here  was  somewhat  akin  to  that 
presented  by  runaway  slaves  who  escaped  to  the  northern  states  of 
America  before  the  Civil  War,  except  that  there  was  no  adequate 
medieval  runaway-tracing  organization,  nor  an  effective  equivalent  of 
the  United  States  Supreme  Court  to  enforce  ownership  claims.  The 
towns  came  to  make  their  own  rule  and  others  came  to  accept  it. 

Roman  law  was  city-made  law,  and  it  emphasized  individuality, 
especially  perhaps  in  relation  to  property  rights.  According  to  Roman 
law,  property  was  an  individual  possession.  This  view  was  in  opposi- 
tion to  that  expressed  in  the  ancient  Germanic  rule  that  property  was 
a  family  right.  From  the  Teutonic  viewpoint,  the  individual  held 
property  as  a  living— and  dying— representative  of  an  undying  family, 
not  as  an  individual  in  his  own  right.  This  attitude  to  property  his- 
torically has  been  spread  widely  through  lands  farther  east.  It  has 
been  important  in  England.  Frederic  William  Maitland,  an  English 
historian,  has  pointed  out  that  very  early  the  "parson"  or  local  minister 
of  the  church  legally  "owned"  the  church  property,  not  in  his  own 
right  but  in  that  of  an  undying  church.  The  device  of  "entail"  was 
invented  by  lawyers  to  circumvent  the  Roman  element  in  property 
law  so  as  to  ensure  the  continuance  of  landed  property  in  the  same 
family  from  generation  to  generation.  Even  in  the  absence  of  sup- 
porting laws,  custom  among  some  social  groups  has  required  the  con- 
servation of  capital  or  property  and  its  passage  by  will  or  testament 
from  one  generation  to  another  indefinitely. 
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The  idea  that  a  class  of  people  possess  a  right  to  be  able  to  live 
on  the  social  standard  which  has  become  customary  for  such  people  in 
the  society  is  very  old  and  also  very  influential.  It  was  present  in  a 
rudimentary  form  in  the  writings  of  Aristotle  and  was  stated  at  the 
close  of  the  Middle  Ages  by  Thomas  Aquinas.  It  was  prominent  in  the 
work  of  the  German,  Johann  Gottlieb  Fichte.  Sidney  and  Beatrice 
Webb  stressed  the  importance  of  recognized  status  in  their  studies  of 
British  labor,  which  dealt  largely  with  the  conditions  that  characterized 
the  decades  immediately  preceding  World  War  I.  Skilled  workers  were 
accustomed  to  being  better  paid  than  the  unskilled  and  would  strike 
to  preserve  the  accustomed  wage  differential.  Justice  Higgins,  then 
president  of  the  Australian  Commonwealth  Arbitration  Court,  in  a 
judgment  rendered  in  1907,  took  as  his  standard  the  "normal  needs 
of  the  average  employee  regarded  as  a  human  being  living  in  a 
civilised  community."  American  farm  legislation  in  our  own  day 
rests  partly  on  an  assumption  that  farmers  have  a  right  to  receive  the 
amount  of  profit  which,  historically,  they  have  received.  The  relative 
status  of  similar  groups  in  different  countries  may  have  varied.  The 
British  schoolteacher  may  have  lived  better  than,  say,  an  electrician; 
whereas  in  America  the  relative  positions  of  the  two  may  have  been 
reversed.  Each  situation  is  likely  to  have  been  accepted  because  those 
who  were  concerned— and  others— have  become  accustomed  to  it. 

The  terms  "folkways"  and  "mores"  are  used  by  sociologists  with 
reference  to  customary  practices  and  standards,  respectively.  A  folk- 
way  is  a  practice  or  way  of  thinking  which  has  grown  up  and  is  fol- 
lowed by  the  people  of  a  particular  social  group.  Mores  are  ethical 
standards  which  have  become  accepted  in  a  group  and  govern  its 
behavior.  In  certain  rural  communities,  for  example,  it  has  been 
noticed  that  farmers  commonly  abstain  from  harvesting  operations  on 
Sundays  and  consider  it  unethical  or  objectionable  for  any  of  their 
number  to  contravene  this  rule.  "Going  steady"  is  a  folkway  among 
teenagers  in  our  own  time  and  it  has  its  own  mores,  as  parents 
observe.  Such  customs,  while  they  last,  often  have  great  force  in  a 
society. 

SOVEREIGNTY 

Political  philosophers  have  invented  the  term  "sov- 
ereignty" to  define  supremacy  in  social  rule-making.  We  say  in  Amer- 
ica that  the  federal  government  is  supreme  in  regulating  interstate 
commerce,  for  instance. 
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Historians  tell  us  that,  at  the  dawn  of  history  in  the  villages  of  the 
Mesopotamian  valleys,  authority  sometimes  seems  to  have  rested  to 
a  considerable  extent  with  the  priesthood.  God  -»  priests  -*  people  can 
be  considered  to  be  the  chain  of  authority,  as  far  as  authority  in  the 
modern  sense  can  be  said  to  have  existed.  This  authority  was  limited 
by  the  force  of  custom,  as  in  other  historical  periods.  Custom  required 
that  the  priests  work  in  the  fields  with  the  other  members  of  the 
community  and  in  other  ways  limited  the  control  which  they  exercised 
over  the  people.  In  the  Nile  Valley,  the  Pharaoh  was  both  the  person- 
ification of  God  on  earth  and  the  head  of  the  political  organization. 
Some  of  the  Roman  emperors  claimed  the  same  duality. 

The  early  Christians  supposed  themselves  to  receive  guidance  di- 
rectly from  God:  God -^people  was  the  chain  of  authority  here. 
Christ,  when  questioned  on  the  matter,  spoke  of  rendering  unto  Caesar 
( that  is,  to  the  Roman  government )  the  things  that  were  Caesar's  and 
to  God  those  that  were  God's.  This  implied  an  accepted  division  of 
areas  of  authority  between  God  and  the  political  power. 

An  organized  church  came  into  existence,  ultimately  becoming  very 
powerful.  With  a  common  source  of  inspiration  in  the  Christian  teach- 
ings, there  could  be  expected,  and  indeed  there  was,  considerable 
uniformity  of  thought  on  matters  in  which  religious  standards  were 
pertinent,  thus  reducing  the  possibility  of  dispute  within  the  society. 
The  alignment  of  church  and  state  in  enforcing  the  church's  ban  on 
interest-taking  toward  the  end  of  the  Middle  Ages  affords  a  good 
illustration.  Disputes  arose,  however,  concerning  official  appointments 
and  recognition,  property,  and  taxes.  Who  received  from  whom?  John 
of  Salisbury  (c.  1115-1180),  an  Englishman  who  became  Bishop  of 
Chartres,  France,  argued  that  the  church  received  two  swords  from 
God,  representing,  respectively,  the  spiritual  and  temporal  powers. 
It  kept  the  former  in  its  own  hands  and  entrusted  the  latter  to  the 
state.  The  state  thus  was  a  church  instrument.  The  chain  of  temporal 
authority  here  was  God  ->  church  -*  state  -»  people;  and  for  religious 
authority  it  was  God  ->  church  ->  people.  When  popes  crowned  kings 
or  emperors,  there  was  at  least  a  semblance  of  acceptance  of  such  a 
chain  of  authority  as  God  7*  church  -*  state  ->  people.  Powerful  kings 
made  popes  recognize  them,  however,  and  some  even  placed  their 
nominees  on  the  papal  throne.  The  argument  that  kings  received  their 
authority  directly  from  God  (implying  a  chain  of  temporal  authority 
of  God  -*  king  ->  people )  only  became  important  at  a  later  date,  in 
the  "divine  right  of  kings"  claimed  by  the  English  Stuarts  and  in  other 
similar  situations. 
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Not  wanting  were  those  who  argued  that  the  people,  receiving 

authority  directly  from  God,  delegated  this  authority  to  the  church 

on  spiritual  matters   and  to   the   state   or   government   on   temporal 

affairs.   Authority   here    can   be   represented   thus: 

~    ,  ,  -^church 

God— >people 

r     r    estate 

This  was  the  view  which  was  taken  by  Marsilius  of  Padua  (c.  1270- 
c.  1342),  who  upheld  Louis  of  Bavaria,  later  Holy  Roman  emperor, 
in  his  dispute  with  Pope  John  XXII.  Marsilius  wrote  the  Defensor  pacis 
("Defender  of  Peace,"  1324),  to  set  forth  what  he  regarded  as  a 
proper  basis  for  peace  in  society.  He  did  not  support  royal  authority 
as  such.  He  said  that  laws  should  come  from  the  people  as  a  whole 
and  that  the  king  should  obey  and  maintain  these  laws.  This  was  a 
widely-held  medieval  viewpoint.  Beliefs  generally  similar  were  ex- 
pressed later  in  the  Vindiciae  contra  tyrannos  ("Defense  against 
Tyrants,"  1579 )/  which  was  written  to  support  the  Protestant  Refor- 
mation. 

The  Protestant  Reformation  changed  conditions  considerably.  No 
longer  was  a  common  church  recognized  throughout  western  Europe. 
Churches  which  accepted  the  Reformation  took  on  a  nationalistic 
color.  Church  and  state  could  become  more  nearly  one.  Some  of  the 
Reformed  churches  resisted,  with  state  support,  any  further  reform 
movements.  This  helped  to  cause  the  migration  of  English  Pilgrims 
to  New  England  and  that  of  Quakers  to  Pennsylvania.  For,  as  has 
been  pointed  out  in  Chapter  1,  once  the  precedent  of  successful  revolt 
against  religious  authority  had  been  established,  there  was  no  end  to 
it,  as  one  group  after  another  broke  away  from  the  older  Reformed 
churches. 


NATURAL   RIGHTS 

Something  should  be  said  at  this  point  on/the  doctrine 
of  natural  rights.  A  feeling  that  man  is  in  some  way  endowed  with 
rights  because  he  is  man  goes  back  in  one  form  or  other  through  the 
Middle  Ages  to  the  ancient  world.  Such  a  view  assumed  particular 
importance  in  the  seventeenth  and  eighteenth  centuries.  Man  was  seen 
as  a  being  with  a  mind  which  was  above  that  of  the  animals;  it  was 
essential  to  his  nature  that  he  be  free  to  use  this  mind.  Indeed,  he  had 

1  The  authorship  of  this  work  is  uncertain.  Ostensibly  written  by  one  Stephenos 
Junius  Brutus  and  issued  in  Edinburgh,  it  was  published  in  Basel  and  has  been 
attributed  to  Hubert  Languet  (1518-1581),  a  Frenchman  who  became  a  Protes- 
tant and  was  in  the  service  of  one  of  the  German  Protestant  rulers. 
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sl  duty  to  himself  and  to  his  fellow  men  to  use  it.  To  be  a  man,  he 
must  possess  freedom  to  think  and  to  express  his  freedom  in  speech, 
in  writing,  and  in  worship.  The  belief  that  people  received  authority 
directly  from  God,  expressed  by  such  men  as  Marsilius  and  the  author 
of  the  Defense  against  Tyrants,  is  closely  allied  to  the  natural  rights 
mncept.  It  had  been  an  ingredient  in  the  Stoic  thought  of  the  ancient 
world. 

Religious  and  political  reformers  appealed  to  the  natural  rights 
idea  to  support  moves  to  overturn  church  and  secular  authorities.  In 
England,  John  Locke  did  so  in  connection  with  the  political  revolu- 
tion of  1688-1689;  Rousseau  used  it  and  thus  prepared  the  ground 
for  revolt  in  France;  Thomas  Paine  did  so  in  both  the  American  and 
French  revolutions.  The  British  Bill  of  Rights  of  1689,  the  bills  of 
rights  included  in  the  constitutions  of  Virginia  ( 1776 )  and  other  states, 
that  added  to  the  federal  Constitution  in  the  ten  amendments  adopted 
in  1791,  and  the  French  Declaration  of  the  Rights  of  Man  and  the 
Citizen  (1789)  all  bear  the  imprint  of  natural  rights  ideology. 

Thomas  Paine  (1737-1809)  gave  a  famous  expression  of  this  view 
in  The  Rights  of  Man:  being  an  answer  to  Mr.  Burke's  attack  on  the 
French  Revolution  (1791).  Paine  was  the  son  of  an  English  Quaker 
and  was  for  some  time  employed  as  an  excise  officer.  Encouraged  by 
Benjamin  Franklin,  he  went  to  America  and  there  published  Common 
Sense  (1776)  which  provided  arguments  for  the  supporters  of  the 
cause  of  the  revolting  colonies.  Returning  to  Britain,  he  wrote  The 
Rights  of  Man  in  reply  to  Edmund  Burke's  Reflections  on  the  Revolu- 
tion in  France.  Burke  had  argued  that  the  English  people  had  signed 
away  their  political  rights  permanently  when,  in  1689,  they  made 
William  III  and  his  wife  Mary  monarchs  "and  their  heirs  for  ever." 
This  was  the  view  of  the  social  contract  that  Thomas  Hobbes  had 
held.  Paine  denied  it.  He  said:  "Man  has  no  property  in  man;  neither 
has  any  generation  a  property  in  the  generations  which  are  to  follow."2 
It  is  this  attitude  that  is  taken  nowadays  by  those  who  believe  that 
the  Supreme  Court  of  the  United  States  should  interpret  the  Consti- 
tution in  such  a  manner  as  to  adapt  it  to  changing  conditions. 

ijohn  Locke  included  the  right  to  property  among  the  natural  rights 
of  man.  He  said  that  an  individual  acquired  property  in  land  by 
bringing  it  into  cultivation.  Rousseau,  on  the  other  hand,  used  the 
natural  rights  argument  against  property  in  land,  saying  that  the 
possession  of  land  by  one  person  denied  the  enjoyment  of  it  to  others; 
all  had  an  equal  right  to  subsistence.  It  is  one  of  the  Bill  of  Rights 

2  The  Rights  of  Man,  Pt.  1. 
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amendments  to  the  American  Constitution  (the  fifth)  on  which  the 
Supreme  Court  has  relied  to  protect  private  property  against  expro- 
priation. The  American  Declaration  of  Independence  spoke  of  "life, 
liberty,  and  the  pursuit  of  happiness"  as  being  "inalienable  rights." 
The  right  to  pursue  happiness  might  be  construed  to  include  the  right 
to  work  or  at  least  to  subsistence  in  lieu  of  work.)The  right  to  work, 
however,  was  not  specifically  recognized  in  the  American  or  French 
declarations  or  bills  of  rights.  The  constitution  of  Soviet  Russia  con- 
cedes the  right  to  work  (Article  118)  and  to  maintenance  in  old  age 
and  sickness  (Article  120).  It  may  be  mentioned  that  this  section  of 
the  Russian  constitution  also  grants  a  right  to  freedom  of  speech  but, 
since  it  also  specifies  the  existence  of  a  duty  on  the  part  of  the  citi- 
zen to  abide  by  the  USSR's  socialist  constitution,  presumably  the  right 
to  speak  freely  is  subject  to  the  condition  that  the  speech  is  in  favor 
of  the  socialist  system. 

The  general  concept  of  natural  rights  has  been  taught  to  school 
children  in  Britain,  France,  and  the  United  States  of  America,  and  it 
has  become  an  important  ingredient  in  western  thought.  This  must  be 
accepted  as  a  fact,  whatever  is  concluded  regarding  the  concept's 
ethical  or  logical  justification. 

THE  DECLINE   OF  NATIONAL   SOVEREIGNTY 

The  success  of  the  British  and  American  political 
revolutions  led  to  widening  agreement  that  supremacy  in  rule-making 
rests  with  the  people,  who  exercise  it  through  representative  bodies 
and  elected  officials,  organized  on  a  national  basis.  This  is  what  sov- 
ereignty means  to  most  Americans  and  Britons  at  the  present  time. 
Such  a  view  is  open  to  criticism  on  two  counts.  Nations  are  ceasing 
to  be  sovereign,  in  the  sense  that  sovereignty  hitherto  has  been  un- 
derstood. This  is  one  objection.  Then  it  is  argued  that  authority  itself 
is  more  complex  than  has  been  recognized  by  the  proponents  of  the 
theory  of  sovereignty.  These  two  points  must  now  be  considered. 

Just  as  Lucretius  or  Hobbes  could  argue  that  government  on  a 
local  or  national  scale  was  requisite  if  men  were  to  avoid  chaos  and 
strife,  so  it  can  be  asserted  that  some  form  of  world  government  is 
needed  to  give  peace  on  an  international  scale. 

In  the  Middle  Ages,  a  common  church  served  as  an  agency  which, 
to  some  extent  at  least,  could  hope  to  keep  harmony  between  groups 
and  nations.  But  after  the  Protestant  Reformation  a  new  basis  for 
international  amity  was  required.  Hugo  Grotius  offered  one  in  his 
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classic  treatise  on  political  rights,  De  Jure  belli  ac  pads  ("The  Rights 
of  War  and  Peace,"  1625).  Grotius  looked  to  men's  desire  for 
happiness  to  operate  as  a  force  for  the  preservation  of  peace.  History 
since  the  time  of  Grotius  has  shown  the  ineffectiveness  of  such  a 
force.  William  Penn  (1644-1718)  in  his  Essay  towards  the  Present 
and  Future  Peace  of  Europe  (1693),  proposed  an  international  court 
for  the  arbitration  of  disputes  between  nations.  Immanuel  Kant  and 
others  also  gave  attention  to  the  problem. 

Nations  have  made  treaties  with  each  other  on  subjects  of  actual 
or  prospective  dispute.  Customary  rules  have  grown  up  governing 
matters  of  international  concern,  such  as  the  rights  to  be  enjoyed  by 
citizens  of  one  country  when  they  visit  or  trade  with  another,  and  the 
rights  of  noncombatants  in  warfare.  Treaties  have  often  been  broken, 
however,  and  customary  obligations  have  been  repudiated  with  com- 
parative impunity.  A  Court  of  Arbitration  was  established  at  The 
Hague,  after  conferences  held  before  World  War  I,  with  the  object 
of  settling  international  disputes  submitted  to  it  voluntarily.  The 
League  of  Nations  was  established  following  that  war  and  the  United 
Nations  Organization  came  into  operation  after  World  War  II. 

On  matters  of  grave  international  concern,  there  is  no  longer  much 
pretense  that  the  unilateral  action  of  a  supposedly  sovereign  small 
nation  can  have  great  force.  If  the  issue  is  sufficiently  large,  even  the 
more  powerful  nations  must  counsel  with  each  other  before  deciding 
what  is  to  be  done.  The  large-nation  veto  in  the  Security  Council  of 
the  United  Nations  organization  has  represented  a  formal  insistence 
on  national  sovereignty;  but  the  growth  in  the  influence  of  the  General 
Assembly  of  the  United  Nations  has  reduced  the  significance  of  the 
national  veto.  It  seems  that,  in  our  own  time,  with  respect  to  matters 
of  international  importance,  we  are  seeing  sovereignty  change  from 
a  national  to  an  international  concept. 

The  second  objection  to  the  idea  of  sovereignty  is  that  stated  in 
political  pluralism.  This  view  will  now  be  described  in  some  detail. 


ASSOCIATION    AND    POLITICAL    PLURALISM 

It  may  not  be  too  much  to  say  that  the  sovereignty 
concept  is  the  product  of  an  insistence  by  logically-minded  thinkers 
that  governing  power  shall  be  describable  on  a  logical  basis.  It  is  a 
theory  of  political  authority  which  can  be  compared  in  its  simplicity 
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with  the  classical  economics  of  David  Ricardo.  It  neglects  the  compli- 
cations which  are  present  in  the  real  society:  this  at  all  events  has 
been  the  opinion  of  some  of  its  critics. 

In  the  first  place,  reference  should  be  made  to  the  arguments  of 
Mosca,  mentioned  earlier  in  the  present  chapter.  The  views  of  Mon- 
tesquieu and  Steuart,  described  in  Chapter  3,  should  also  be  remem- 
bered. Montesquieu  and  Steuart  said,  in  effect,  that  so-called  dic- 
tators could  not  "dictate"  independently  of  the  spirit  or  pattern  of 
thinking  and  behavior  prevailing  in  the  society  which  they  governed. 
Yet  it  has  to  be  conceded  that,  temporarily  at  least,  sometimes  dic- 
tators have  been  able  to  go  further  in  exercising  governing  powers 
than  the  interest  of  society  has  found  beneficial.  Adolf  Hitler,  in 
Germany,  was  an  example.  Whether  German  National  Socialism 
could  have  lasted  if  Hitler  had  not  been  defeated  militarily  must  be 
left  an  open  question.  The  Russians  seem  to  have  accepted  the  Montes- 
quieu-Steuart  contention  that,  to  change  the  form  and  purpose  of 
government  effectively,  an  appropriate  educational  program  is  needed. 
People  are  taught  to  want  what  those  responsible  for  government  be- 
lieve that  they  ought  to  get,  whereupon— getting  what  they  want— the 
people  are  satisfied.  There  is  a  certain  amount  of  this  form  of  teach- 
ing in  every  country.  It  has  been  characteristic  of  modern  dictator- 
ships.3 

It  can  be  questioned  whether  even  Hitler's  Germany  was  as  much 
of  a  monolithic  state  as  often  is  supposed.  Hitler  enjoyed  the  fairly 
consistent  support  of  the  main  propertied  classes— the  large  and  small 
landowners,  the  big  and  little  businessmen.  He  had  their  support 
because  they  saw  around  them,  especially  toward  the  east,  a  rising 
tide  of  Communism;  they  looked  to  Hitler  as  a  possible  savior.  Also, 
Germans  resented  the  losses  entailed  by  the  peace  treaty  which  ended 
World  War  I;  moreover,  Hitler,  like  Franklin  Roosevelt  in  the  United 
States,  was  able  to  claim  that  he  had  remedied  a  very  serious  eco- 
nomic depression.  The  world  has  no  experience  of  how  Hitler's  con- 
trol would  have  fared  if  he  had  tried  to  impose  Communism  or  even 
had  found  it  necessary  to  handle  a  serious  economic  depression. 

POLITICAL   PLURALISM 

Those  who  call  themselves  political  pluralists  argue 
that  authority  and  loyalty  are  not  simple  but  complex.  The  individual 

3  See  Aldous  Huxley's  Brave  New  World  (New  York:  Doubleday,  Doran,  1932) 
for  an  entertaining  fictional  account  of  such  a  system  of  government. 
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is  not  just  a  person  who  is  subject  to  the  authority  of  his  government 
and  has  loyalty  to  this  government.  There  are  other  authorities  and 
loyalties  which  are  important  to  him.  He  is  a  member  of  other  social 
groups  besides  the  nation  of  which  he  is  a  citizen.  First  and  foremost, 
there  is  his  family.  There  is  also  his  church.  His  labor  union  or  profes- 
sional association  must  be  remembered,  too.  He  may  also  be  a  member 
of  a  political  party,  a  local  taxpayers'  association,  a  social  club,  a  neigh- 
borhood development  group,  a  dramatic  society.  Authority  and  loyalty 
exist  in  greater  or  less  degree  with  respect  to  all  these  connections.  A 
man  and  his  wife  must  get  along  together  or  face  a  breakup  of  their 
marriage.  A  labor  unionist  or  club  member  must  abide  by  the  rules  of 
his  organization  or  be  expelled.  There  is  a  sharing  in  making  the  rules, 
a  responsibility  on  the  part  of  each  participant  for  the  group  actions, 
and  an  associated  feeling  of  loyalty  to  the  group.  Often  an  individual's 
loyalties  may  conflict  between  the  different  groups  with  which  he  is 
associated.  He  is  happy  in  his  job  but  his  wife  doesn't  care  for  the 
neighborhood  and  wants  him  to  leave.  His  club  meets  on  a  night  when 
his  children  are  participating  in  school  activities.  His  union  presses  him 
to  vote  against  the  political  party  with  which  he  is  associated.  His 
church  is  opposed  to  divorce  laws  for  which  otherwise  he  feels  a  certain 
amount  of  sympathy. 

The  individual  must  find  a  workable  way  of  living  in  this  situation. 
He  may  choose  to  disobey  his  government  for  all  manner  of  reasons. 
He  may  be  in  a  hurry;  therefore  he  decides  to  park  his  car  in  a  no- 
parking  zone  if  no  policeman  is  in  sight.  Members  of  pacifist  churches 
feel  that  they  should  refuse  to  engage  in  military  service.  In  Britain, 
compulsory  arbitration  of  labor  disputes  failed  when  the  South  Wales 
coal  miners  went  on  strike  during  World  War  I.  There  were  200,000 
strikers  in  an  area  in  which  they  and  their  families  made  up  the  large 
majority  of  the  population,  and  the  government  found  itself  unable 
to  deal  with  the  situation  except  by  negotiation.  The  opposition  of 
the  French  Canadian  Catholic  population  to  a  military  draft  was 
based  on  an  antipathy  to  imperialism,  rather  than  on  pacifism,  but  it 
made  an  effective  draft  impracticable.  Many  unpopular  laws  have 
failed  of  enforcement— witness  prohibition  between  1917  and  1933  in 
the  United  States.  Anyone  who  believes  that  passing  a  law  and  es- 
tablishing an  enforcement  agency  are  enough  to  assure  the  observation 
of  the  law  need  only  check  the  speed  at  which  automobiles  travel 
on  one  of  our  trunk  highways  today.  It  is  perhaps  one  of  the  blessings 
of  American  life  that  ordinary  people  do  not  always  take  very  seriously 
some  of  the  laws  that  are  devised  by  painstaking  legislators.  Govern- 
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ment  is  not  deified  by  the  American  man  in  the  street.  To  say  this  is 
not  to  advocate  dangerous  driving. 


THE    GIERKE   THEORY   OF   ASSOCIATION 

The  German  legal  historian,  Otto  von  Gierke  (1844- 
1921),  can  be  classified  as  a  political  pluralist,  as  this  term  is  used  in 
the  preceding  section.  He  also  can  be  counted  as  a  supporter  of  the 
natural  rights  concept.  Gierke  made  an  important  contribution  to  the 
theory  of  association  in  a  work  published  in  four  volumes  over  the 
period  1868-1913  and  entitled  Das  deutsche  Genossenschaftsrecht. 
(This  may  be  translated  as  "German  Association  Law,"  if  it  be  recog- 
nized that  "recht"  embraces  "right"  as  well  as  "law." ) 4 

Gierke  pointed  out  that,  from  early  historical  times,  men  have 
associated  together  for  a  variety  of  purposes— religious  worship  and 
the  organization  and  conduct  of  trade,  for  example.  He  said  that  as- 
sociation for  the  purpose  of  government  is  only  one  form  of  human 
association.  Far  from  owing  its  corporate  existence  to  a  government 
charter  or  permission,  as  modern  lawyers  claim,  the  nongovernmental 
association,  according  to  Gierke,  is  a  collateral  of  government.  His- 
torically, it  has  often  antedated  government.  Records  frequently  show 
that  already-existing  associations  have  secured  charters  from  govern- 
ments, with  little  more  significance  than  when  a  European  firm  trading 
in  nineteenth-century  China  paid  a  war  lord  for  leaving  it  alone. 

Granted  that  existing  law  makes  the  government  dominant  over 
other  forms  of  association,  Gierke's  ideas  are  not  without  substance 
in  practice.  Fears  of  government  domination  of  the  individual,  which 
have  been  raised  in  recent  years  by  the  growth  of  government  power 
in  such  countries  as  Britain  and  the  United  States,  and  still  more  by 
the  rise  of  German  National  Socialism,  Italian  Fascism,  and  Russian 
and  Chinese  Communism,  have  led  some  thinkers  to  search  for  means 
whereby  the  power  of  the  government  can  be  kept  in  check.  Hope 
has  been  found  in  the  strength  of  the  influence  exercised  by  non- 
governmental associations,  especially  churches,  labor  unions,  and 
professional  and  employer  groups.  Behind  such  groups  stand  the 
loyalties  of  individual  members— without  such  loyalties  the  groups 

*  Parts  of  this  work  have  been  translated  into  English:  (1)  by  F.  W.  Maitland,  as 
Political  Theories  of  the  Middle  Age  (Cambridge:  Cambridge  University  Press, 
1900),  and  (2)  by  E.  Barker,  as  Natural  Law  and  the  Theory  of  Society,  1500  to 
1800  (2  vols.;  Cambridge:  Cambridge  University  Press,  1934). 
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themselves  would  wield  little  influence.  John  Maurice  Clark's  book, 
Alternative  to  Serfdom  (1948),  expresses  this  point  of  view. 


ANARCHISM 

In  political  thought,  anarchism  means  the  absence  of 
government.  There  have  been  those  who  have  believed  that  society 
can  exist  satisfactorily  on  the  basis  of  voluntary  association,  with  no 
coercive  authority  or  government  to  control  its  operations.  Among 
writers  who  have  been  mentioned  in  this  book,  William  Godwin  and 
Pierre  Joseph  Proudhon  can  be  classified  here.  Godwin  thought  that 
men  were  perfectible  and  he  looked  to  education  and  experience  to 
make  them  perfect.  This  is  a  typical  anarchist  attitude. 

Anarchism  has  a  lengthy  history.  There  were  two  eminent  Greek 
teachers  in  the  fourth  and  third  centuries  b.  c.  who  had  differing 
basic  philosophies  but  who  both  nevertheless  believed  that  the  individ- 
ual should  control  himself:  Aristippus  of  Cyrene,  who  can  be  counted 
as  an  early  hedonist  or  Epicurean,  and  Zeno  of  Citium,  the  founder 
of  Stoicism.  These  two  men  are  frequently  regarded  as  early  anarch- 
ists. Zeno  particularly  taught  that  individual  liberty  should  not  be 
subordinated  to  the  state:  his  opposition  to  the  theories  which  Plato 
had  advanced  in  his  Republic  had  this  basis.  It  was  characteristic  of 
stoicism  to  hold  that  the  individual  should  be  the  master  of  himself. 
Marcus  AurehW  plea,  quoted  in  Chapter  1  of  this  book,  will  be  re- 
called in  this  connection:  "Every  hour  make  up  thy  mind  sturdily  as 
a  Roman  and  a  man.  .  .  ."5  Christianity  encouraged  this  type  of  think- 
ing and,  among  Christian  groups,  the  Hussites,  Anabaptists,  Quakers, 
and  others  have  been  especially  influenced  by  it. 

Proudhon  is  to  be  counted  among  those  who  advocated  society 
running  itself  without  government.  Another  was  the  Russian,  Prince 
Peter  Alexeivich  Kropotkin  (1842-1921),  whose  book,  Mutual  Aid, 
A  Factor  in  Evolution  (1902),  classified  its  author  as  an  anarchist 
who  looked  to  co-operative  organization  to  furnish  a  satisfactory  basis 
of  society.  As  we  have  seen,  Proudhon's  plan  was  to  set  up  a  bank  to 
supply  capital  to  workers'  co-operatives.  Louis  Blanc  proposed  to  use 
government-provided   capital  for   this   purpose.    Charles    Fourier   in 


6  Marcus  Aurelius  Antoninus  was  one  of  the  emperors  who  persecuted  the  Christ- 
ians. He  appears  to  have  thought  that  their  views  and  practices,  especially  their 
opposition  to  military  service,  were  incompatible  with  the  good  of  the  state  as 
he  understood  it. 
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France  and  Robert  Owen  in  Britain  hoped  to  raise  capital  privately, 
as  did  John  Bellers  earlier.  Their  various  schemes  have  been  explained 
in  Chapter  10.  The  Raiffeissen  banks,  which  were  developed  in  Ger- 
many during  the  latter  part  of  the  nineteenth  century,  were  co-oper- 
ative credit  associations  which  catered  to  farmers  and  proved  success- 
ful. Co-operatives  of  small  producers  of  manufactured  goods  have 
operated  successfully  in  France.  Owenite  influence  helped  to  establish 
a  small  consumers'  co-operative  store  at  Rochdale,  Lancashire,  in 
1844.  From  that  beginning,  there  has  grown  a  great  organization  pro- 
viding a  substantial  part  of  the  goods  consumed  by  the  British  people, 
with  not  only  retail  stores  but  wholesale  organizations  and  factories 
in  which  the  goods  are  produced.  Co-operatives  have  been  developed 
rather  extensively  among  farmers  in  the  United  States  and  Canada. 

There  have  been  some  who  have  advocated  abolishing  government 
by  violent  means.  The  Russian  Nihilists  fell  into  this  category,  as  did 
Karl  Marx.  Marx  disagreed  with  Proudhon  on  other  points  but  he 
visualized  the  abolition  of  political  government  as  it  existed  in  his 
time.  Few  of  those  who  have  sponsored  co-operative  movements  have 
proposed  to  abolish  political  government  or  even  to  do  away  with 
private-enterprise  capitalism.  For  the  most  part,  they  have  only  wanted 
to  develop  workable  ways  whereby  their  own  needs  might  be  satis- 
fied, without  calling  on  either  government  or  private-enterprise  capi- 
talism for  this  purpose. 

Can  society  operate  harmoniously  without  government?  It  appears 
that  a  simple  yes  or  no  answer  may  be  inappropriate.  It  depends  on 
what  one  means  by  government.  No  one  who  has  seen  such  an  or- 
ganization as  the  (English)  Co-operative  Wholesale  Society  in  action 
can  deny  that  co-operatives  are  able  to  manage  immense  business 
enterprises  with  reasonable  efficiency.  At  co-operative  congresses  in 
Britain,  national  policy  is  discussed  and  threshed  out  as  necessary. 
By  adding  appropriate  agencies,  the  entire  economy  might  be  operated 
on  such  a  basis.  If  so,  what  has  been  achieved?  Largely,  what  has 
happened  is  that  government  has  changed  its  form,  with  representation 
placed  on  the  basis  of  economic  function  instead  of  on  a  territorial 
basis  as  at  present.  Such  a  change  has  been  advocated  by  some  who 
have  had  no  connection  with  co-operative  movements;  to  a  small  ex- 
tent the  plan  has  become  real,  in  that  governments  have  consulted 
representatives  of  industrial  groups  when  determining  policies  affect- 
ing these  groups.  Some  British  laws  make  provision  for  consultation 
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of  this  kind.  Industrial  representation  certainly  is  not  the  abolition  of 
government.  Nor  does  it  require  democracy  for  its  development.  It 
was  a  constituent  in  the  "corporate  state"  of  Mussolini. 

It  is  likely  to  be  conceded  by  most  people  that  the  coercive  aspect 
of  government  should  be  minimized.  What  is  involved  here,  in  the 
first  place,  is  the  development  of  self -discipline  among  individuals. 
This  is  the  disciplinary  foundation  of  the  teaching  of  Immanuel  Kant, 
who  counselled  the  individual  to  use  his  freedom  only  in  such  a 
manner  as  was  compatible  with  the  like  exercise  of  freedom  by  others. 
This  is  the  "golden  rule"  of  the  Bible  and  it  is  found  in  the  moral 
teachings  of  a  number  of  peoples.  To  the  extent  that  individuals  dis- 
cipline themselves  to  further  the  social  good,  coercion  by  government 
becomes  unnecessary. 

Behind  this,  however,  is  the  question  of  what  constitutes  the  social 
good.  Are  individuals  to  be  free  to  make  their  own  interpretation  of 
the  common  good?  If  so,  how  is  this  freedom  to  be  used?  Are  the 
individuals  to  be  content  with  expressing  their  views,  in  the  hope  of 
influencing  others  so  as  to  get  these  views  accepted  by  the  majority, 
but  still  willing  to  obey  whatever  rule  is  laid  down  by  the  majority? 
Or  are  individuals  to  be  free  to  go  their  own  ways,  to  start  a  co- 
operative or  a  new  corporation  if  they  feel  that  they  would  rather  do 
this  than  accept  the  services  offered  by  the  existing  governmental  or 
private  agencies?  It  is  an  attractive  feature  of  American  life,  to  many 
people,  that  Americans  possess  freedom  of  this  kind.  Aside  from 
obeying  regulations  designed  to  protect  health  and  assure  compe- 
tence, Americans  are  in  large  measure  free  to  engage  in  whatever 
businesses  they  choose,  either  individually  or  in  partnership  with  others 
through  corporations  or  co-operatives.  They  are  also  free  to  establish 
nonbusiness  associations. 


DISSENT 

The  problem  of  dissent  on  a  vital  issue  has  been 
tackled  squarely  in  the  case  of  conscientious  objection  to  military 
service,  based  on  religious  grounds.  In  the  United  States,  such  an 
objector  is  exempted  from  service  but  is  required  to  make  a  sacrifice 
that  is  acceptable  to  him,  as  by  taking  a  job  away  from  home  in  work 
of  national  importance  for  a  period  of  time  equivalent  to  that  which 
others   spend   on   their   military   service.   In   Canada,   during   World 
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War  II,  special  war  bonds  were  issued  which  pacifists  could  purchase 
under  a  guarantee  that  the  money  they  subscribed  would  not  be  used 
to  finance  war  expenditure. 

Compulsory  school  attendance  has  raised  problems  among  people 
whose  beliefs  cause  them  to  reject  some  of  the  teachings  and  practices 
of  the  schools.  Such  difficulties  must  be  handled  sympathetically  if 
liberty  is  to  be  consistent  with  social  harmony.  The  problem  of  sec- 
tarian schools,  which  in  the  United  States  has  been  the  subject  of 
much  controversy,  has  been  handled  in  Ontario  by  permitting  mem- 
bers of  a  religious  minority  to  allocate  their  school  taxes  to  their  own 
denominational  schools. 

There  is  wide  spread  acceptance  of  the  principle  of  majority  rule. 
Many  people  seem  to  feel  that  justice  has  been  done  when  a  vote  has 
been  taken.  Yet,  as  John  Stuart  Mill  pointed  out  in  his  book,  On 
Liberty,  majorities  can  be  tyrannous  so  far  as  minority  opinion  is 
concerned.  Mill  went  so  far  as  to  declare  that  even  a  majority  so 
large  as  ninety-nine  out  of  a  hundred  possessed  no  more  right  to 
coerce  the  dissenting  one  than  the  one  had  to  coerce  the  ninety-nine. 
This  was  an  extreme  statement,  but  nevertheless  it  must  be  recognized 
as  a  valid  one  from  the  standpoint  of  natural  rights. 


STATE    ECONOMIC    PLANNING 

The  idea  of  state  sovereignty  puts  the  state  over  all. 
The  individual  and  the  nongovernmental  association  of  whatever 
form  and  for  whatever  purpose  are  considered  to  be  subordinate  to 
the  government.  The  development  of  this  idea  and  its  limitations  have 
been  considered. 


HISTORICAL   REVIEW   OF   GOVERNMENT   ECONOMIC 
FUNCTIONS 

Histoiy  reveals  wide  swings  of  a  pendulum  with 
respect  to  the  power  and  activity  of  government.  Ancient  Egypt  at 
one  time  might  well  be  compared  with  Hitler's  Germany,  Mussolini's 
Italy,  and  Stalin's  Russia.  In  the  Greece  of  Aristotle  and  the  Rome 
of  Marcus  Aurelius  Antoninus,  however,  there  was  much  individualism 
in  thought  and  action.  Private  enterprise  capitalism  existed  widely. 
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In  medieval  society,  private  activity  and  social  control  were  synthe- 
sized. Mercantilism  represented  a  thoroughgoing  attempt  by  national 
governments  to  take  economic  control  into  their  own  hands.  The 
modern  system  of  free  enterprise  with  governmental  control— the 
system  of  Adam  Smith— can  be  considered  to  have  lasted  from  about 
1750  to  our  own  century. 

Classical  economics  itself  shifted  from  the  position  that  had  been 
taken  by  Adam  Smith  in  1776,  which  allotted  to  government  only  very 
limited  functions,  to  that  assumed  by  Pigou  in  the  twentieth  century, 
which  supposed  that  the  government  would  take  whatever  action 
appeared  likely  to  increase  social  welfare.  Some  of  the  later  members 
of  the  German  historical  school  of  economists  gave  so  much  support 
to  socialism  that  they  got  the  name  "socialists  of  the  chair"  (meaning 
the  academic  chair  or  professorship ) . 

In  the  meantime,  the  functions  actually  performed  by  governments 
widened  greatly.  As  was  mentioned  in  Chapter  5,  government  control 
in  the  form  of  mercantilism  was  not  yet  buried  when  a  resurrection 
commenced.  The  first  British  law  regulating  factory  labor  was  enacted 
(in  1802)  before  the  Statute  of  Apprentices  was  rescinded  (in  1814). 
Protective  tariffs  increased  in  number  in  the  latter  part  of  the  nine- 
teenth century;  they  became  general  in  the  early  twentieth  century.  By 
the  close  of  the  nineteenth  centuiy,  government  regulation  of  the  rates 
charged  by  railroads  and  other  public  utilities  was  well  established, 
as  was  the  control  of  monopoly.  Regulation  of  the  monetary  and 
banking  system  developed  in  Britain  and  other  countries  through  the 
nineteenth  century  and  became  general  in  the  early  twentieth.  In- 
creasingly, municipal  governments  operated  their  own  utilities,  and 
the  United  States  government  went  into  electricity  production  on  a 
large  scale  with  the  establishment  of  the  Tennessee  Valley  Authority 
in  the  1930's.  Government  ownership  of  railroads  and  telephone 
systems  became  usual  in  other  countries.  Two  world  wars  familiarized 
the  public  with  price  controls,  rationing,  and  materials  priorities. 

THE  PLANNING  CONTROVERSY 

The  legislative  developments  outlined  in  the  preced- 
ing section,  together  with  the  growing  influence  of  socialist  political 
parties  in  Europe  and  the  establishment  of  socialist  governments  in 
some  countries,  aroused  interest  in  the  economic  theory  of  socialism. 
Friedrich  von  Wieser  had  argued  that  valuation  according  to  marginal 
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utility  would  be  the  rule  in  a  communist  or  socialist  society,  as  it  was 
in  a  system  dependent  on  private  enterprise.  When  Pareto  had  sub- 
stituted for  the  objective  of  maximizing  utility  in  the  society,  that  of 
maximizing  the  satisfaction  of  individual  preferences  as  these  were 
revealed  in  markets,  the  question  arose  as  to  whether  and  how  socialism 
could  achieve  this  maximum. 

Already,  the  Dutch  economist,  Nikolaas  Gerard  Pierson  (1839- 
1909 )  had  written  a  paper  entitled  "Het  waardeproblem  in  een  social- 
istische  Maatschappij"  ("The  Problem  of  Value  in  the  Socialist  So- 
ciety," 1902 ),6  in  which  he  suggested  that  socialist  production  might 
adjust  itself  to  the  preferences  of  individuals  in  markets  by  a  trial  and 
error  method.  This  was  essentially  the  solution  offered  in  the  United 
States  later  by  Oscar  Richard  Lange  (1904-  )  and  Fred  Manville 
Taylor  (1855-1932),  in  their  book,  On  the  Economic  Theory  of 
Socialism  (1938). 

The  Italian  economist,  Enrico  Barone  (1859-1924)  approached 
the  problem  from  the  viewpoint  of  his  acceptance  of  the  Paretian 
theory,  in  an  article  entitled  "II  ministerio  della  produzione  nello  stato 
colletivista"  ("The  Ministry  of  Production  in  the  Collectivist  State," 
1908 ).7  Barone's  paper  considered  the  application  of  Pareto's  system 
of  equilibrium  to  a  socialist  society.  Barone  said  that  the  criterion  of 
the  goodness  of  such  a  society  would  be  that  of  maximizing  individual 
satisfactions.  This  meant  the  attainment  of  a  condition  in  which  any 
change  would  not  increase  satisfaction  but  would  reduce  it,  either  by 
lessening  the  satisfaction  received  by  everyone,  or  by  lowering  that 
obtained  by  some  people  more  than  the  satisfaction  received  by  others 
was  increased. 

Assuming  that  the  government  would  own  the  productive  resources 
other  than  labor  in  a  socialist  society,  Barone  considered  whether  the 
additional  output  obtained  by  using  such  resources  should  be  distrib- 
uted to  consumers  indirectly  (through  lower  prices  resulting  from  not 
charging  interest  and  rent  in  the  sale  prices  of  the  products )  or  directly 
(by  giving  the  consumers  supplements  to  their  incomes  from  wages 
and  interest  on  savings,  in  the  form  of  direct  government  payments 
which  represented  interest  and  rent  on  government-owned  resources ) . 
Barone  concluded  that  the  latter  was  the  preferable  course,  rejecting 
its  alternative,  which  as  he  pointed  out  amounted  to  accepting  the 
Marxist  idea  that  the  whole  produce  of  labor  should  belong  to  the 

6  Translated  in  Collectivist  Economic  Planning,  ed.  F.  A.  Hayek  (London:  George 
Routledge  &  Sons,  1935),  pp.  41-85. 

7  Also  translated  in  Collectivist  Economic  Planning,  pp.  245-290. 
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laborer.  Barone's  reason  for  this  choice  was  one  which  Gustav  Cassel 
supported  in  his  Theory  of  Social  Economy:  that  if  capital  were  a 
scarce  resource  in  the  society,  charging  interest  for  its  use  would 
ensure  its  employment  for  the  more  productive  purposes. 

Barone  examined  such  problems  as  whether  saving  should  be  left  to 
individuals  (who  would  lend  their  savings  to  the  government)  or 
whether  it  should  be  done  by  the  government  itself;  whether  profits 
should  be  distributed  to  consumers  directly  as  supplementary  pay- 
ments, or  indirectly  in  the  form  of  lower  prices;  and  whether  a  single 
price  should  be  charged  for  each  good  or  there  should  be  different 
prices  for  the  various  uses  of  the  good.  He  gave  considerable  attention 
to  the  capital  supply,  pointing  out  that  saving  reduced  present  con- 
sumption and  that  the  volume  of  saving  which  was  required  would 
depend  on  the  amount  of  population  increase.  In  view  of  this,  he 
commented,  it  seemed  ridiculous  for  socialists  to  speak  of  "free  love" 
(which  he  said  presumably  would  increase  the  number  of  births), 
while  promising  that  socialism  would  increase  the  satisfaction  which 
could  be  enjoyed  by  the  present  generation. 

Barone  did  not  deal  at  any  length  with  the  question  of  how  all  this 
could  be  done  in  a  socialist  economy.  Evidently,  he  had  in  mind  an 
arrangement  such  as  Pierson  had  proposed,  with  the  government  ex- 
perimenting in  markets  so  as  to  balance  demands  and  supplies. 
Barone  also  suggested  that  the  socialist  production  managers  should 
experiment  with  different  techniques  and  be  willing  to  abandon  pro- 
duction methods  which  they  found  to  be  less  efficient  than  the  new 
ones  thus  discovered. 

In  opposition  to  the  idea  that  socialist  production  planners  could  so 
allocate  resources  as  to  achieve  the  maximum  satisfaction  of  consumer 
wants,  the  Austrian  economist,  Ludwig  von  Mises  (1881-  )  argued 
that  free  markets  were  essential.  He  put  forward  his  view  in  an  article 
entitled  "Die  Wirtschaftsrechnung  im  sozialistischen  Gemeinwesen" 
(1920,  translated  as  "Economic  Calculation  in  the  Socialist  Common- 
wealth" ) 8  and  in  a  book,  Die  Gemeinewirtschaft  ( 1922,  translated  as 
Socialism,  1936).  In  two  articles  included  in  the  collection  titled 
Collectivist  Economic  Planning  (1935),  Friedrich  August  von  Hayek 
(1899-  )  gave  support  to  Mises.  Hayek,  like  Mises,  was  Austrian. 
Later,  he  taught  at  the  London  School  of  Economics  and  more  recently 
in  the  University  of  Chicago.  Lionel  Robbins,  who  was  also  at  the 
London  School  of  Economics,  took  much  the  same  view  of  planning 
as  did  Mises  and  Hayek.  An  argument  which  was  used  to  support  the 
8  See  Collectivist  Economic  Planning,  pp.  87-130. 
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position  taken  by  Mises,  Hayek,  and  Robbins  was  the  complexity  of 
the  calculations  which  would  be  involved  if  a  government  planning 
authority  were  to  endeavor  to  resolve  the  Walras-Pareto  system  of 
equations  from  statistical  data.  It  was  this  factor  which  largely 
explained  the  alternative  offered  by  Oscar  Lange,  market  experi- 
mentation. 

The  argument  of  those  who  have  objected  to  government  economic 
planning  has  also  turned  on  individual  freedom.  Hayek's  book,  The 
Road  to  Serfdom  ( 1944 ) ,  is  important  in  this  connection.  Hayek  gave 
the  book  its  title  because  he  believed  that,  if  the  trend  toward  in- 
creased government  control  of  the  individual  were  not  reversed,  man 
would  bcome  a  serf  of  his  government:  he  might  believe  that  he  is 
free  but  in  reality  he  would  have  lost  his  freedom  because  his  thoughts 
would  have  been  put  into  his  mind  by  the  government.  His  wants 
would  be  those  which  the  government  taught  him  to  have. 

This  again  raises  the  question  of  what  is  freedom.  The  Marxist 
viewpoint  emphasizes  freedom  from  want,  as  we  have  seen  in  Chapter 
11;  and  to  attain  freedom  from  want  the  Russian  followers  of  Marx 
have  been  willing— temporarily  at  all  events— to  sacrifice  other  free- 
doms. The  issue  was  raised  in  that  chapter  as  to  whether  freedom 
from  want  in  any  absolute  sense  is  a  meaningful  concept.  Wants  are 
expansible,  perhaps  indefinitely  so. 

Barbara  Frances  Wootton  (1897-  )  examined  the  nature  of  eco- 
nomic freedoms  in  her  book,  Freedom  under  Planning  (1945).  Mrs. 
Wooton  taught  economics  and  social  studies  at  the  University  of  Lon- 
don and,  when  the  British  House  of  Lords  started  to  admit  women, 
she  was  made  a  life  peeress,  as  Baroness  Wooton.  Her  book  drew 
attention  to  the  condition  that  there  were  many  freedoms,  not  all  of 
which  were  available  to  the  individual  even  in  an  unplanned  or  indi- 
vidualistic economy.  A  little  reflection  will  convince  anyone  that  this 
is  so.  The  individual  cannot  be  allowed  to  go  and  come  as  he  will  in  a 
system  of  team  operation.  Marx's  "freedom  from  chains"— if  it  is  inter- 
preted as  freedam  from  "enslavement"  to  a  regular  job— does  not  exist 
widely  in  any  advanced  society,  although  probably  few  employed 
Americans  regard  themselves  as  enslaved  to  their  jobs. 

THE   PATTERN   OF   ECONOMIC   PLANNING 

A  major  problem  of  centralized  planning  is  one  to 
which  Barone  gave  attention,  that  of  the  choice  between  present  and 
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future  satisfactions.  A  long  list  of  thinkers,  reaching  backward  through 
John  Locke  to  Aristotle  in  ancient  Greece,  have  said  that  men  do  not 
choose  wisely  between  present  and  future.  Such  socialists  as  Maurice 
Herbert  Dobb  (1900-  ),  of  Cambridge  University,  have  accepted 
this  view  and  accordingly  have  allotted  to  the  government  itself  the 
task  of  judging  between  present  and  future  satisfactions.  Dobb  and 
others  have  felt,  too,  that  there  are  other  areas  of  consumer  choice  in 
which  reliance  should  not  be  placed  on  the  unfettered  judgment  of 
the  consumer.9  Education  is  an  example.  Thus,  the  argument  concern- 
ing socialism  and  consumer  choice  alters.  Where  Pierson,  along  with 
Lange  and  Taylor,  had  said  that  socialist  production  planners  could 
cater  to  the  independently-determined  wants  of  consumers,  Dobb  and 
others  claimed  that  the  private  determination  of  want-priorities  is 
unwise  and  that  the  government  could  make  better  judgments. 

The  accusation  is  made  in  John  Kenneth  Galbraith's  book,  The 
Affluent  Society  (1958),  that  the  private  enterprise  system  has  failed 
to  keep  public  services  in  a  minimal  relation  to  private  production. 
This  supports  Dobb.  Better  education  or  improved  public  recreation 
facilities  would  be  as  rewarding  to  society  as  more  costly  automobiles, 
if  not  more  so,  and  yet,  according  to  Galbraith  and  others,  the  former 
kinds  of  social  benefit  are  neglected  in  our  society.10  The  differences 
between  the  American  and  Russian  education  systems,  to  which 
attention  has  been  drawn  in  connection  with  the  success  of  the  Rus- 
sians in  developing  space  projectiles  and  satellites,  becomes  important 
here. 

In  their  programs  of  economic  development,  the  governments  of 
backward  countries  can  and  do  survey  available  data  on  levels  of 
living  in  their  own  and  other  countries,  as  well  as  information  on  pro- 
duction techniques  and  the  availability  of  resources.  On  this  basis, 
they  are  able  to  reach  judgments  on  how  much  consumption  and 
investment  are  to  be  aimed  at,  year  by  year,  always  remembering  that 
a  high  rate  of  advance  in  production  necessitates  a  rate  of  investment 
which  can  only  be  sustained  by  a  considerable  sacrifice  of  immediate 
consumption.  Such  a  sacrifice  is  likely  to  be  tolerated  by  the  citizens 
only  if  they  can  be  convinced  of  its  desirability  in  terms  of  benefits  in 
future  consumption,  which  are  largely  enjoyed  by  later  generations. 
Education  or  propaganda  therefore   accompanies   the  work   of  the 

9  See  Dobb's  Political  Economy  and  Capitalism   (London:   George  Routledge  & 
Sons,  1937,  1940),  pp.  298-312. 

10  The  Affluent  Society  (Boston:  Houghton  Mifflin  Co.,  1958),  Chap.  18. 
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planners.  A  spate  of  writings  on  the  theory  and  problems  of  economic 
development  in  backward  countries  has  appeared  in  very  recent  years. 
Problems  of  Capital  Formation  in  Underdeveloped  Countries  (1953), 
by  Ragnar  Nurkse  of  Columbia  University  (1907-1959),  is  a  note- 
worthy example. 

In  an  economically  backward  country,  government  planning  of  the 
economy  presents  a  simpler  problem  than  it  would  in  a  more 
advanced  nation.  Probably  there  is  general  agreement  in  a  backward 
society  that  priority  should  be  given  to  increasing  the  production  of 
essential  goods.  Improvements  in  nutrition,  better  health  services, 
more  adequate  housing,  are  obvious  and  appealing  aims  of  social  policy 
under  such  conditions.  In  a  wealthier  society,  often  choices  will  be 
between  one  convenience  or  luxury  good  and  another,  or  between  a 
good  of  this  kind  and  a  shorter  workday  or  workweek.  Here,  choice 
becomes  less  simple.  To  the  time  of  writing  this  book,  it  seems  that 
Soviet  Russia  has  not  advanced  beyond  the  stage  at  which  goods 
generally  recognized  as  serviceable  are  offered  to  consumers  and 
compete  with  each  other  for  consumer  purchase  without  benefit  of 
much  advertising  or  salesmanship  beyond  the  informational  level.  This 
certainly  may  reduce  selling  costs  below  what  is  usual  in  the  United 
States  but  it  leaves  American  visitors  complaining  of  the  plainness  of 
the  goods  offered  for  sale  and  the  lack  of  attention  given  to  customers 
in  the  Soviet  stores.  At  the  same  time,  the  achievements  of  the  Russian 
scientists  command  the  admiration  of  the  world.  Is  it  necessarily  con- 
ducive to  human  well-being  that  satellites  are  put  in  orbit  before  good 
houses  are  made  available  to  average  people? 


WHAT  SHOULD  BE  THE  ECONOMIC  OBJECTIVES  OF 
OUR  SOCIETY? 

Widespread  acceptance  has  been  given  in  recent 
years  to  the  per  capita  level  of  real  income  as  a  measure  of  economic 
success.  International  comparisons  are  made  on  this  basis.  Progress  is 
interpreted  as  meaning  a  rising  level  of  consumption.  Full  employment 
also  is  considered  desirable,  in  the  sense  of  everyone  having  as  much 
work  as  he  wants  to  do.  This  kind  of  thinking  has  its  usefulness  but  it 
can  be,  and  often  is,  overdone. 

It  must  be  remembered  that  available  computations  of  real  income 
per  head  largely  ignore  satisfactions  which  are  not  evaluated  in  the 
market.  Moreover,  the  satisfactions  which  are  included  are  counted 
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according  to  their  prices.  An  unduly  hot  or  cold  climate  appears  in 
the  aggregate  output  and  income  as  the  costs  of  heating  and  cooling. 
Much  of  the  area  of  the  continental  United  States  alternates  beween 
these  two  conditions  and  therefore  a  sizable  part  of  the  national 
income  takes  the  form  of  heating  and  cooling  facilities.  Surely  we  are 
not  this  much  better  off  than  are  the  residents  of  an  area  which  has  a 
more  equable  climate. 

Again,  leisure  is  not  counted  except  to  the  extent  that  leisure-time 
activities  cost  money.  A  dance  with  no  charge  for  admission  does  not 
appear  in  the  national  aggregate.  True,  leisure  can  be  and  is  recorded 
separately,  as  when  a  diminishing  average  workweek  is  shown  or  an 
increasing  average  annual  vacation.  Statistics  reveal  that  output  per 
head  has  increased  over  the  years  at  a  greater  rate  than  that  at  which 
hours  per  year  of  labor  have  declined.  May  this  not  be  partly  because 
the  nation  contains  many  businessmen  who  find  it  to  their  interest  to 
advertise  goods,  but  relatively  few  people  who  have  money  and 
interest  enough  to  advertise  costless  leisure  in  an  appealing  manner? 

The  growth  of  specialization  has  channeled  an  increasing  proportion 
of  human  activities  through  the  market  and  therefore  has  in  itself 
raised  the  apparent  per-capita  income.  Two  young  couples  marry. 
One  bride  leaves  the  labor  force  to  concentrate  on  housekeeping  and 
raising  children.  Income  per  head  declines,  compared  with  what  it 
would  have  been  if  the  wife  had  kept  her  job.  The  other  wife  keeps 
working.  Already-prepared  food  is  purchased  and  help  hired  for 
housekeeping  and  baby  care.  There  is  a  second  income  but  also  an 
increased  cost  of  food  and  the  wages  of  domestic  help.  All  that  can  be 
offset  against  the  income  increase  is  what  the  food  preparer  and  house- 
hold help  might  have  earned  elsewhere.  Is  Family  2  really  better  off 
than  Family  1?  Yet  certainly  there  are  more  Family  2's  than  formerly 
in  American  society  and  fewer  Family  l's. 

To  say  all  this  is  not  to  imply  that  criteria  such  as  real  income  per 
head  and  full  employment  are  of  no  value.  When  someone  who  wants 
to  work  is  unemployed,  there  is  not  only  economic  waste  but  also 
psychological  deterioration,  because  dignity  and  self-respect  are  lost. 
Also,  America  is  not  so  rich  that  the  amount  of  real  income  can  be 
ignored.  There  are  many  fathers  who  eat  too  much,  who  complain  of 
bulging  closets  used  by  their  wives  and  daughters,  and  who  drive  cars 
that  are  faster  than  they  need.  As  a  result,  real  income  per  head  is 
larger  than  it  might  have  been  by  the  cost  of  stomach  medicines, 
bigger  houses,  and  court  fines,  with  some  offsetting  as  before.  But  there 
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are  also  many  Americans  who  have  meager  diets,  houses  that  are  too 
small  for  their  families,  are  poorly  heated  or  even  are  firetraps,  and 
cars  so  old  that  they  are  unreliable  and  possibly  dangerous.  In  addi- 
tion, people  are  short  of  medical  care  and  poorly  educated.  The  jobs 
of  many  are  precarious.  Pigou's  points  concerning  the  variability  and 
distribution  of  the  national  dividend  should  be  remembered  when 
discussing  the  amount  per  head. 

There  is  a  fourth  element,  too.  Gustav  Cassel  spoke  of  maximum 
satisfaction  for  smallest  means  or  expenditure  of  resources.  For  the 
person,  work  both  contributes  to  development  and  impedes  it.  Work 
develops  the  faculties  and  gives  a  sense  of  achievement  but  it  also 
stands  in  the  way  of  cultural  advancement  in  other  directions.  Adam 
Smith  was  not  altogether  wrong  when  he  referred  to  the  drawbacks 
of  labor  specialization  as  well  as  the  advantages.  With  other  resources, 
the  problem  of  the  future  arises.  The  great  increase  that  has  taken 
place  in  aggregate  income  per  head  over  the  years  in  America  has  been 
accompanied  by  the  consumption  of  natural  resources  at  a  disturbing 
rate.  The  problem  of  conservation  has  become  a  pressing  one,  not  only 
for  minerals  and  forests  but  also  for  farm  land,  for  water,  and  even 
—in  some  of  our  cities— for  air  pure  enough  to  breathe. 

There  are  some  who  seem  to  suppose  that  social  systems  can  be 
judged  on  an  output  per  head  basis,  as  though,  if  the  Russians  were 
to  raise  their  per-capita  output  above  that  of  America,  this  would 
demonstrate  a  superiority  in  the  Russian  system.  The  real  objections 
which  most  Americans  have  to  the  Russian  system  are  its  lack  of  free- 
dom—of economic  freedom,  political  freedom,  and  freedom  of  the 
mind.  Americans  are  used  to  having  these  freedoms  and  would  miss 
them  seriously  if  they  were  taken  away.  Not  all  of  them  show  up 
properly  in  national  income  aggregates.  Political  freedom  cannot  be 
considered  as  measured  adequately  by  such  market-evaluated  data  as 
the  cost  of  campaigns,  nor  the  value  of  freedom  of  the  mind  by  the 
cost  of  provocative  books  and  defenses  in  censorship  cases. 

What  is  America  to  plan  for  in  such  a  situation?  There  is  a  large 
degree  of  agreement  among  the  American  people  that  everyone  should 
be  able  to  enjoy  a  decent  standard  of  living  if  he  puts  forth  his  best. 
He  should  have  adequate  food,  clothing,  housing,  medical  care,  and 
education,  without  having  to  spend  so  much  time  in  labor  that  he  has 
little  chance  of  cultural  development.  No  society  can  disregard  incen- 
tive and,  if  it  is  felt  desirable  to  penalize  those  who  fail  to  do  their 
share,  it  also  is  believed  that  their  children  at  least  should  have  oppor- 
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tunities  to  become  more  acceptable  citizens.  What  this  means  in  detail, 
and  how  far  government  action  is  involved,  are  problems  that  are  in 
process  of  being  worked  out. 

Economic  freedom  has  its  costs.  The  man  who  objects  to  being 
regimented,  or  who  just  likes  to  go  fishing,  and  therefore  chooses  self- 
employment  in  some  occupation  that  he  can  drop  for  a  day  or  two 
when  he  pleases,  contributes  less  to  the  national  income  as  it  is  com- 
puted than  does  he  who  works  regularly.  So  does  he  who,  having  done 
fairly  well  for  himself  and  being  without  children,  decides  to  retire  at 
age  fifty.  Strikes  reduce  the  national  output.  Hitherto,  Americans  have 
comforted  themselves  by  supposing  that  the  free  system  provides 
incentives  which  more  than  suffice  to  offset  such  costs.  But  the  rapid 
advance  of  the  Russian  output  is  raising  doubts.  If  it  should  prove 
that  a  fully  planned  system  produces  more  than  one  which  is  free, 
those  who  believe  in  freedom  will  have  to  care  enough  about  it  to 
pay  the  cost,  if  freedom  is  to  be  maintained. 
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LOOKING 
BACKWARD 

AND 
FORWARD 


It  has  been  said  of  economics  that  it  is  a  study  of 
means  to  attain  ends,  consideration  of  the  ends  themselves  being  a 
part  of  the  subject  matter  of  philosophy— ethics.  Our  examination  of 
the  history  of  economic  thought  has  shown  that  some  economic 
theories  and  attitudes  have  been  closely  associated  with  contemporary 
philosophies.  Medieval  economic  thought  was  largely  subordinated  to 
Christian  ethics,  as  taught  by  the  medieval  church.  The  classical 
economics  of  Adam  Smith  and  his  followers  was  partly  an  expression 
in  economics  of  the  utilitarian  ethic  which  emphasized  independently 
determined  wants  as  a  social  good.  The  philosophy  of  Fichte  and 
Hegel,  with  its  accompanying  concepts  of  society  and  the  social  good, 
can  be  considered  to  have  led  to  the  national  economics  of  Friedrich 
List  and  the  economic  planning  of  Soviet  Russia.  Yet  the  emphasis 
which  Marx  put  on  the  satisfaction  of  material  wants  makes  Soviet 
Russia  and  the  United  States  of  America  akin  in  at  least  one  important 
respect:  both  of  them  are  engaged  in  advancing  the  standard  of 
material  satisfactions  enjoyed  by  their  peoples. 

Environmental  considerations  have  had  much  to  do  with  economic 
ideas.  In  the  sixteenth  and  seventeenth  centuries,  a  growing  political 
nationalism,  together  with  a  continuing  acceptance  of  the  medieval 
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concept  of  a  regulated  society,  resulted  in  the  system  which  came  to 
be  called  mercantilism.  The  persistence  of  national  governments  with 
legislatures  responsible  to  their  own  people  but  not  to  the  nationals 
of  other  countries,  along  with  a  return  to  the  earlier  concept  of  a 
regulated  society,  has  produced  in  our  own  century  a  body  of  thought 
and  legislation  which  some  authorities  have  felt  justified  in  calling 
neomercantilism. 

The  idea  that  man  possesses  inherent  or  natural  rights  is  as 
old  as  the  ancient  world.  It  became  important  when  conditions  called 
for  it,  as  when  the  Protestants  revolted  from  Roman  Catholicism, 
when  a  growing  middle  class  sought  to  wrest  political  and  economic 
power  from  the  kings  and  nobles  who  had  wielded  it  previously,  and 
when  people  in  colonies  sought  independence  from  the  colonizing 
nation.  Malthus'  theory  of  population  aroused  attention  in  England  in 
his  day  because  the  English  population  was  growing  so  quickly  that 
people  felt  concerned  about  it.  But  Henry  Carey,  writing  in  the 
United  States,  rejected  Malthus'  theories  of  population  and  diminish- 
ing returns  because  they  appeared  to  him  to  be  inapplicable  in  Amer- 
ica. There  seemed  a  virtually  unlimited  supply  of  land  for  settlement, 
much  of  it  superior  in  quality  to  some  of  the  land  that  was  already 
cultivated:  the  Ohio  and  Mississippi  valleys  were  obviously  more 
fertile  than  Massachusetts. 

The  so-called  industrial  revolution  was  accompanied  by  the  rise  of 
free  enterprise  and  the  development  of  an  appropriate  body  of 
economic  theory.  This  was  the  main  contribution  of  Adam  Smith  and 
his  school.  Smith  offered  an  explanation  of  how  rational  and  self- 
interested  individuals  would  act  in  a  system  in  which  the  government 
left  them  alone.  It  described  the  way  many  of  them  were  already 
acting  and  it  justified  their  behavior.  Smith's  arguments  were  used  to 
induce  governments  to  lessen  their  interference  in  economic  affairs. 
The  system  of  free  enterprise  worked  because  people  got  accustomed 
to  it  and  grew  up  knowing  how  they  were  expected  to  behave  in  it. 
The  dominant  social  groups  were  satisfied  with  it;  it  was  explained  in 
textbooks;  and  under  it  Britain  and  the  United  States  advanced  eco- 
nomically in  a  most  impressive  manner.  The  progress  of  these  coun- 
tries, indeed,  was  one  of  the  wonders  of  the  contemporary  world. 
Yet  the  private  enterprise  system  came  to  be  criticized  increasingly, 
even  by  those  who  supported  it  in  general  terms.  One  ground  of  criti- 
cism was  that  in  it  the  production  arrangements  made  a  tool  out  of 
man.  He  was  subordinate  to  the  job  instead  of  the  job  being  subordinate 
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to  the  man.  He  could  not  even  count  on  steady  employment.  Social 
security  legislation  was  an  element  introduced  into  the  system  for  the 
purpose  of  enhancing  its  human  benefits. 

The  place  of  government  in  relation  to  man  has  always  been  prob- 
lematical. History  shows  that  men  have  associated  together  for  many 
purposes  of  mutual  interest.  The  associations  which  they  have  formed 
have  influenced  government,  interfered  in  it,  and  even  exercised  gov- 
ernment functions.  The  guild  of  the  Middle  Ages,  the  trading  company 
of  mercantilist  days,  the  modern  labor  union,  the  professional  associ- 
ation, the  farmers'  organization,  and  the  church  have  all  done  this. 
There  are  those  who  have  believed  that  voluntary  association  could 
replace  government  as  this  is  usually  understood.  There  are  also 
writers  who  have  looked  to  the  influence  exercised  by  voluntary 
associations  to  check  the  growing  power  of  government  over  men's 
minds  and  actions  in  our  own  time. 

( Perhaps  the  most  impressive  lesson  of  history  is  that  there  is  no 
lasting  stability:  all  is  change.  The  only  questions  are  about  the  nature 
of  the  changes  and  the  speed  with  which  they  take  place.  Changes 
are  argued  and  sometimes  they  are  fought  about.  At  times,  they  are 
accepted  without  much  of  either.  They  may  even  be  pushed  along  by 
the  very  people  who  claim  to  believe  in  what  they  are  eliminating. 
Marx  said  that  private  enterprise  capitalism  would  be  destroyed  be- 
cause of  its  failure.  Schumpeter,  on  the  other  hand,  declared  that  it 
would  destroy  itself  despite  its  success.  Businessmen  in  our  own  time 
make  speeches  and  write  letters  to  newspapers,  arguing  against  gov- 
ernment interference  with  private  business,  and  yet  the  lobbies  of  the 
state  and  federal  government  buildings  are  partly  populated  by  repre- 
sentatives of  businessmen  seeking  government  assistance. 

If  American  capitalism  is  criticized  because  in  it  the  system  seems 
to  dominate  man,  it  must  be  said  that  so  far  this  appears  even  more 
true  of  the  Russian  system.  To  some  extent,  it  is  evident  that  any 
society  which  seeks  to  obtain  the  productive  advantages  of  labor 
specialization,  with  associated  team  operation,  is  going  to  restrict 
individuality.  People  may  get  accustomed  to  this  and  therefore  accept 
it,  justifying  it  in  their  minds  by  reference  to  the  wealth  it  creates,  if 
indeed  its  being  generally  accepted  is  not  to  them  enough  justification. 
From  the  conformity  of  The  Organization  Man  to  the  dictatorship  of 
Brave  New  World  seems  only  a  matter  of  degree. 

Patience  is  called  for  in  interpreting  economic  disputation.  What 
is  involved  in  economic  study  often  is  finding  causes  and  justifications 
for  human  behavior.  It  is  now  recognized  that  causation  is  complex. 
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Older  theories  that  have  represented  simple  explanations  have  been 
criticized  by  contemporary  writers  who  frequently  have  had  in  mind 
other  causal  elements.  Many  of  the  apparent  disagreements  among 
economists  are  explained  in  this  manner.  The  criticisms  which  were 
offered  by  Sargant  and  Jenkin  of  Mill's  explanation  of  the  relation 
between  the  rate  of  interest  and  the  amount  of  saving  is  a  case  in  point. 
If  a  present-day  economist  were  asked  to  explain  interest  determination 
to  a  class  of  advanced  students,  he  probably  would  offer  an  algebraic 
equation  ( if  only  a  symbolic  one )  which  would  show  interest  as  being 
dependent  on  a  number  of  factors,  no  doubt  including  those  to  which 
Mill  as  well  as  Sargant  and  Jenkin  referred,  and  incorporating  others 
in  addition. 

Economic  analysis  in  the  present  has  become  more  mathematical 
than  ever  before.  This  is  because  quantitative  data  on  many  economic 
problems  are  available  and  appropriate  analytical  techniques  are  being 
devised.  The  hope  is  that  economists  may  be  able  to  say  with  some 
assurance  how  important  quantitatively  are  the  various  factors  which 
influence  economic  affairs.  If  all  that  can  be  done  is  to  discover  pat- 
terns of  behavior  which  are  close  enough  to  the  present  to  be  projected 
cautiously  into  the  future,  this  certainly  is  useful,  because  the  future 
has  to  be  faced  and  plans  have  to  be  made  for  meeting  it. 

Finality  is  not  here,  however.  Knowledge  expands;  problems  change. 
Our  study  of  the  past  has  taught  us  that  the  economic  thinking  of  one 
period  is  only  the  starting  point  from  which  the  thought  of  the  suc- 
ceeding period  is  developed. ) Very  likely,  this  will  be  equally  true  of 
the  relationship  of  the  present  economic  thought  to  that  of  the  future. 

The  interesting  thought  has  been  put  forward,  derived  from  the 
economics  of  Hinduism,  that  a  search  for  material  satisfactions  may 
represent  no  more  than  a  temporary  phase  of  human  development  and 
a  relatively  unsophisticated  phase  at  that.  The  mature  mind  is  visual- 
ized as  rising  above  this  level,  putting  wealth  in  its  place  as  something 
subordinate  to  other  aspects  of  life.  Hindu  ideas  of  perfection  aside, 
the  thought  can  be  hazarded  that,  as  man's  evident  physiological  and 
psychological  needs  get  more  fully  met,  the  objective  of  maximizing 
satisfactions  might  be  expected  to  recede  in  importance  and  the  study 
of  economics  to  receive  less  attention. 

Against  this  thought,  Malthusianism  looms.  As  this  is  being  written, 
the  world's  population  is  rising  rapidly,  and  yet  some  geographers  are 
threatening  mankind  with  a  new  ice  age.  Provided  man  himself  is  not 
liquidated  by  war  or  other  calamity,  economic  thought  seems  likely 
to  continue  for  some  time  to  be  of  interest  and  service. 

397 


LITERATURE 


CLASSICS   AND   POPULAR   BOOKS 

It  is  a  good  idea  to  build  up  a  library  of  one's  own 
and  some  of  the  classics  of  interest  in  connection  with  the  develop- 
ment of  economic  thought  are  available  very  cheaply.  Adam  Smith's 
Wealth  of  Nations  can  be;  had  in  Everyman's  Library  (2  volumes) 
and  in  the  Modern  Library.  The  first  volume  of  Marx's  Capital  is 
available  from  the  same  two  sources,  the  Modern  Library  offering 
also  a  book  of  selections  from  Marx,  which  includes  the  Communist 
Manifesto.  Both  these  libraries  offer  Plato's  Republic.  In  addition, 
Everyman's  Library  includes  Ricardo's  Principles  of  Political  Economy 
and  Taxation,  More's  Utopia,  Owen's  New  View  of  Society  ( containing 
the  Report  to  Lanark),  and  Rousseau's  Social  Contract  (accompanied 
by  the  discourse  on  the  origin  of  inequality ) .  The  Modern  Library  has 
Veblen's  Theory  of  the  Leisure  Class. 

On  the  philosophical  side  but  of  economic  interest,  Everyman's 
Library  offers  Hobbes'  Leviathan,  Locke's  Essay  Concerning  Human 
Understanding  and  Two  Treatises  on  Government,  as  well  as  a  volume 
which  includes  Mill's  Utilitarianism,  Liberty,  and  Representative  Gov- 
ernment. The  Oxford  "World's  Classics"  include  New  Atlantis  in  a 
Bacon  volume,  Mill's  Autobiography  and  On  Liberty,  Representative 
Government,  and  The  Subjection  of  Women,  as  well  as  Aristotle's 
Nicomachean  Ethics.  The  Hafner  Library  of  Classics  has  Bentham's 
Introduction  to  the  Principles  of  Morals  and  Legislation,  Locke's  Two 
Treatises  on  Government,  Montesquieu's  The  Spirit  of  Laws,  and  a 
volume  entitled  Adam  Smith's  Moral  and  Political  Philosophy,  which 
contains  lengthy  selections  from  the  Moral  Sentiments  and  from  the 
Lectures  on  Justice,  Police,  Revenue  and  Arms.  A  number  of  books 
are  available  in  paperbacked  editions,  including  some  critical  studies 
as  well  as  reprints  of  the  classics.  Aristotle's  Ethics  (Penguin),  Plato's 
Republic  (Modern  Library  Paperback),  More's  Utopia  (Croft's  Clas- 
sics), Hegel's  Philosophy  of  History  (Dover),  and  the  partial  transla- 
tions of  Gierke's  work  which  bear  the  titles  Political  Theories  of  the 
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Middle  Age  and  Natural  Law  and  the  Theory  of  Society  (Beacon) 
are  all  available  in  paperbacks.  So  are  Huxley's  Brave  New  World 
(Bantam),  Packard's  The  Hidden  Persuaders  (Pocket  Book  Cardinal), 
Whyte's  The  Organization  Man  (Anchor),  and  other  modern  works. 
A  book  called  The  Papal  Encyclicals  in  their  Historical  Context  ( New 
American  Library)  includes  the  encyclicals  on  social  conditions  of 
Leo  XIII  and  Pius  XI.  The  supply  of  useful  paperbacks  is  extending 
rapidly. 

GENERAL   WORKS   AND   COLLECTIONS 

There  are  a  number  of  textbooks  on  the  history  of 
economic  thought  designed  for  college  students,  and  all  of  them  have 
their  usefulness.  Any  that  are  available  will  serve  as  collateral  reading 
on  the  various  topics  treated  in  this  book.  There  are  also  some  collec- 
tions of  readings  from  the  economic  classics.  Such  works  have  the 
merit  of  introducing  the  reader  to  a  wide  range  of  original  studies, 
and  most  of  them  can  be  recommended  for  use  along  with  the  present 
book.  The  American  Economic  Association  has  sponsored  the  publi- 
cation of  a  series  of  volumes  of  readings  which  collect  important 
periodical  articles,  some  of  which  have  been  cited  in  this  book.  Two 
volumes,  entitled  A  Survey  of  Contemporary  Economics,  have  been 
published  for  the  Association;  these  give  some  of  the  background  of 
recent  economic  thought.  They  are  written  for  professors  and  ad- 
vanced students  rather  than  for  the  average  person  who  is  interested 
in  this  subject. 

The  large  encyclopedias  should  be  remembered.  The  Americana, 
Britannica,  Chambers'  and  Colliers  encyclopedias  all  contain  articles 
on  many  of  the  writers  and  topics  considered  in  this  book,  as  does  the 
more  specialized  Encyclopedia  of  the  Social  Sciences.  Palgraves  Dic- 
tionary of  Political  Economy  is  now  rather  old  but  the  historical 
articles  have  some  value. 

The  list  of  monographs  suitable  for  serious  study  on  particular 
subjects  and  periods  is  an  extensive  one.  A  selection  follows,  with 
brief  explanatory  comments. 

SPECIALIZED   BOOKS 

Angell,   J.W.    The    Theory   of   International   Prices.    Cambridge    (Mass.): 
Harvard  University  Press,   1926.  Deals  with  the  history  of  theories  of 
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money  and  foreign  trade,  from  the  mercantilists  to  the  book's  publica- 
tion date. 

Ashley,  W.J.  An  Introduction  to  English  Economic  History  and  Theory.  2 
vols.  London:  Longmans,  Green  &  Co.,  Inc.,  1888-1893  and  later 
editions.  Covers  the  period  from  the  eleventh  to  the  sixteenth  century 
and  is  useful  on  medieval  economic  thought. 

Beer,  M.  Early  British  Economics.  London:  George  Allen  &  Unwin,  Ltd.; 
New  York:  The  Macmillan  Co.,  1938.  Studies  the  period  from  the  Middle 
Ages  to  1750  and  treats  some  writers  neglected  elsewhere. 

.  A  History  of  British  Socialism.  2  vols.  London:  George  Bell  &  Sons, 

1929.  A  detailed  study  of  the  more  important  writings  in  its  field. 

Bland,  A.E.,  Brown,  P.A.,  and  Tawney,  R.H.  English  Economic  History; 
Select  Documents.  London:  George  Bell  &  Sons,  1914;  New  York:  The 
Macmillan  Co.,  1915.  Some  of  the  documents  are  of  considerable  interest 
in  connection  with  economic  thought  and  its  background. 

Bohm-Bawerk,  E.  Capital  and  Interest.  Trans.  W.  Smart.  London  and  New 
York:  The  Macmillan  Co.,  1890.  A  history  and  criticism  of  capital  and 
interest  theories  to  Bohm-Bawerk's  time. 

Bonar,  J.  Malthus  and  his  Work.  London:  Macmillan  &  Co.;  New  York: 
Harper  &  Brothers,  1885.  A  sound  critical  study. 

.  Philosophy  and  Political  Economy.  3rd  ed.  London:  George  Allen  & 

Unwin,  Ltd.,  1922.  Considers  philosophical  writings  in  their  relation  to 
economic  thought.  Useful,  but  its  conciseness  sometimes  makes  it  diffi- 
cult to  follow  for  a  reader  who  is  unfamiliar  with  the  originals. 

Theories  of  Population  from  Raleigh  to  Arthur  Young.   London: 


George  Allen  &  Unwin,  Ltd.,  1931.  Includes  some  of  the  less  well-known 
work  in  its  period. 

Bowley,  M.  Nassau  Senior  and  Classical  Economics.  London:  George  Allen 
&  Unwin,  Ltd.,  1937.  An  enlightening  study  of  a  controversial  figure. 

Brodrick,  J.  The  Economic  Morals  of  the  Jesuits.  London:  Oxford  Univer- 
sity Press,  1934.  Gives  the  Catholic  point  of  view  on  the  subject  treated 
in  Weber's  work,  The  Protestant  Ethic  and  the  Spirit  of  Capitalism. 

Cannan,  E.  A  History  of  the  Theories  of  Production  and  Distribution  in 
English  Political  Economy,  from  1776  to  1848.  3rd  ed.  London:  P.S. 
King  &  Sons,  1924.  Covers  the  classical  writers  very  thoroughly  although 
somewhat  hypercritically. 

Carlyle,  R.W.  and  A.J.  A  History  of  Medieval  Political  Theory  in  the  West. 
6  vols.  Edinburgh  and  London:  William  Blackwood  &  Sons,  1890.  A 
classic  source  which  covers  the  period  up  to  the  later  sixteenth  century. 

Cole,  C.W.  Colbert  and  a  Century  of  French  Mercantilism.  New  York: 
Columbia  University  Press,  1939.  A  good  account  of  French  policy. 

Cole,  G.D.H.  Robert  Owen.  London:  E.  Benn;  Boston:  Little,  Brown  & 
Co.,  1925.  A  sympathetic  account  by  a  British  socialist  economist. 
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.  A  Short  History  of  the  British  Working  Class  Movement.   3  vols. 

London:  George  Allen  &  Unwin,  Ltd.;  New  York:  The  Macmillan  Co., 
1925-1927.  Also  sympathetic. 

Dillard,  D.  The  Economics  of  John  Maynard  Keynes.  New  York:  Prentice- 
Hall,  Inc.,  1948.  Describes  the  Keynes  theories  in  a  manner  intended 
for  upperclassmen.  Uncritical. 

Dorfman,  J.  Thor stein  Veblen  and  his  America.  New  York:  Viking  Press, 
1934.  Interesting  biography. 

Gide,  C.,  and  Rist,  C.  A  History  of  Economic  Doctrines.  Trans.  R.  Richards. 
2nd  ed.  Boston:  D.C.  Heath  &  Co.,  1949.  Valuable  for  French  writers 
from  about  1750  to  1850  and  also  good  general  reading  on  the  economic 
thought  of  this  period. 

Gray,  A.  The  Socialist  Tradition;  Moses  to  Lenin.  London  and  New  York: 
Longmans,  Green  &  Co.,  Inc.,  1946.  An  interesting  study,  critical  of 
socialism. 

Gruchy,  A.G.  Modem  Economic  Thought;  The  American  Contribution.  New 
York:  Prentice-Hall,  Inc.,  1947.  Useful  on  the  institutionalists. 

Hansen,  A.H.,  and  Clemence,  R.V.  Readings  in  Business  Cycles  and  National 
Income.  London:  George  Allen  &  Unwin,  Ltd.;  New  York:  W.W.  Norton 
&  Co.,  Inc.,  1953.  Contains  a  number  of  selections  and  illustrates  the 
development  of  theories  in  its  field. 

Harris,  A.L.  Economics  and  Social  Reform.  New  York:  Harper  &  Brothers, 
1958.  Considers  Mill,  Marx,  Veblen,  Commons,  Sombart,  and  the  cor- 
porate state  idea  sponsored  by  the  German  Jesuit,  Heinrich  Pesch.  For 
the  advanced  student  or  the  expert. 

Hecksher,  E.F.  Mercantilism.  Trans.  M.  Shapiro.  2  vols.  London:  George 
Allen  &  Unwin,  Ltd.;  New  York:  The  Macmillan  Co.,  1935.  Informative 
on  mercantilist  thought  and  practice,  but  the  author's  conclusions  are 
debatable. 

Higgs,  H.  The  Physiocrats.  London  and  New  York:  The  Macmillan  Co., 
1897.  A  brief  but  valuable  study. 

Homan,  P.T.  Contemporary  Economic  Thought.  New  York:  Harper  & 
Brothers,  1928.  Has  sections  on  neoclassical  and  institutional  writers. 

Hutchison,  T.W.  A  Review  of  Economic  Doctrines,  1870-1929.  London 
and  New  York:  Oxford  University  Press,  1953.  Written  for  the  serious 
student  and  the  professional  economist. 

Johnson,  E.A.J.  Predecessors  of  Adam  Smith.  New  York:  Prentice-Hall,  Inc., 
1937.  Gives  information  on  economists  of  the  time  of  Petty  and  Steuart. 

Laidler,  H.W.  A  History  of  Socialist  Thought.  New  York:  Thomas  Y. 
Crowell,  1927.  Revised  as  Socio-Economic  Movements.  New  York: 
Thomas  Y.  Crowell,  1945.  A  popular  account  of  socialist  thought  and 
programs  from  early  times  to  the  twentieth  century. 
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Laski,  H.J.  Political  Thought  in  England  from  Locke  to  Bentham.  London: 
Home  University  Library;  New  York:  Henry  Holt  &  Co.,  1920.  Covers 
some  of  the  background  of  classical  economics. 

Link  R.G.  English  Theories  of  Economic  Fluctuations,  1815-1848.  New 
York:  Columbia  University  Press,  1959.  Examines  the  writings  of  such 
men  as  Attwood  and  Joplin,  as  well  as  those  of  better-known  figures, 
and  shows  how  later  theories  were  anticipated. 

Lipson,  E.  The  Economic  History  of  England.  3  vols.  London:  Adam  and 
Charles  Black;  New  York:  The  Macmillan  Co.,  1915-1931  and  later 
editions.  Vol  I  deals  with  the  Middle  Ages,  vols  II  and  III  with  mer- 
cantilism. Contains  much  information  on  the  background  of  the  economic 
literature  of  the  times. 

Little,  I.M.D.  A  Critique  of  Welfare  Economics.  Oxford:  Clarendon  Press, 
1950.  An  examination  of  the  assumptions  and  conditions  of  modern 
welfare  theory. 

Manuel,  F.E.  The  New  World  of  Henri  Saint-Simon.  Cambridge  (Mass.): 
Harvard  University  Press,  1956.  An  interesting  study,  partly  biographical. 

Mehring,  F.  Karl  Marx.  New  York:  Covici,  Friede,  Inc.,  1935.  A  standard 
biography. 

Menger,  A.  The  Right  to  the  Whole  Produce  of  Labour.  Trans.  M.  E.  Tanner. 
London  and  New  York:  The  Macmillan  Co.,  1899.  Foxwell's  introduction 
to  the  English  edition  and  Menger's  own  work  are  valuable  in  studying 
the  background  of  Marx's  theories. 

Mill,  J.S.  Autobiography.  First  published  1873.  Available  in  editions  from 
various  publishers.  A  short  work,  enlightening  on  Mill's  general  outlook. 

Monroe,  A.E.  Monetary  Theory  before  Adam  Smith.  Cambridge  (Mass.): 
Harvard  University  Press,  1923.  Deals  with  writings  down  to  the 
eighteenth  century. 

Morrow,  G.  R.  Ethical  and  Economic  Theories  of  Adam  Smith.  Ithaca: 
Cornell  University  Library,  1923.  Useful  on  the  relationship  between 
some  of  the  ideas  expressed  in  the  Moral  Sentiments  and  in  the  Wealth 
of  Nations,  respectively. 

Normano,  J.F.  The  Spirit  of  American  Economics.  New  York:  John  Day 
Co.,  Inc.,  1943.  A  short  history  of  American  economic  thought. 

O'Brien,  G.A.T.  An  Essay  on  the  Economic  Effects  of  the  Refonnation. 
London:  Burns,  Oates;  Westminster  (Md.):  Newman  Press,  1923.  Writ- 
ten from  the  Catholic  viewpoint  and  very  useful. 

.  An  Essay  on  Medical  Economic  Teaching.  London  and  New  York: 

Longmans,  Green  &  Co.,  Inc.,  1920.  Also  very  useful. 

Polanyi,  K.  The  Great  Transformation.  New  York:  Farrar  &  Rinehart,  1944. 
The  historical  development  of  a  thesis  that  the  private  enterprise  system 
is  a  recent  and  disappearing  phenomenon. 
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Rae,  J.  Life  of  Adam  Smith.  London:  Macmillan  &  Co.,  1895.  A  standard 
biography. 

Robertson,  H.M.  Aspects  of  the  Rise  of  Economic  Individualism.  London: 
Cambridge  University  Press;  New  York:  The  Macmillan  Co.,  1933. 
Deals  with  the  Weber  thesis  on  the  rise  of  capitalism. 

Rostovtzeff,  M.  The  Social  and  Economic  History  of  the  Hellenistic  Empire. 
3  vols.  London:  Oxford  University  Press,  1941.  An  excellent  work  by  a 
leading  scholar. 

.  The  Social  and  Economic  History  of  the  Roman  Empire.  London: 

Oxford  University  Press,  1926.  Companion  volume  to  the  work  above. 

Schlatter,  R.  Private  Property;  the  History  of  an  Idea.  New  Brunswick 
(N.J.):  Rutgers  University  Press,  1951.  An  interesting  examination  of 
the  justification  of  property  from  the  ancient  world  onward. 

Schumpeter,  J.A.  Capitalism,  Socialism,  and  Democracy.  New  York: 
Harper  &  Brothers,  1942,  1950.  Part  2  gives  the  author's  reasons  for 
believing  that  private  enterprise  capitalism  cannot  survive. 

.  History  of  Economic  Analysis.  New  York:  Oxford  University  Press, 

1954.  An  immense  treatise,  with  the  author's  opinions  stated  on  innumer- 
able topics.  The  serious  student  is  recommended  to  dip  into  it  as  he 
pleases. 

— .  Ten  Great  Economists;  from  Marx  to  Keynes.  New  York:  Oxford 


University  Press,  1951.  Short  studies. 

Small,  A.W.  The  Cameralists.  Chicago:  University  of  Chicago  Press,  1909. 
The  standard  work  in  English  on  the  title  subject. 

Spiegel,  H.W.  The  Development  of  Economic  Thought;  Great  Economists 
in  Perspective.  New  York:  John  Wiley  &  Sons;  London:  Chapman  &  Hall, 
1952.  A  number  of  noted  men  give  their  views  on  others. 

Stigler,  G.J.  Production  and  Distribution  Theories;  The  Formative  Period. 
New  York:  The  Macmillan  Co.,  1941.  Deals  with  the  development  of 
recent  thought  of  the  classical  variety. 

Stephen,  L.  The  English  Utilitarians.  3  vols.  London:  Duckworth  &  Co.; 
New  York:  G.P.  Putnam's  Sons,  1900.  A  classic  in  its  field,  with  useful 
sections  on  Bentham  and  John  Stuart  Mill. 

Tawney,  R.H.  Religion  and  the  Rise  of  Capitalism.  London:  John  Murray; 
New  York:  Harcourt,  Brace  &  Co.,  1926.  Covers  the  same  ground  as 
Weber  but  introduces  more  factors. 

Timlin,  M.F.  Keynesian  Economics.  Toronto:  University  of  Toronto  Press, 
1942.  A  useful  contemporary  interpretation. 

Troeltsch,  E.  The  Social  Teachings  of  the  Christian  Churches.  Trans.  O. 
Wyon.  2  vols.  London:  George  Allen  &  Unwin,  Ltd.;  New  York:  The 
Macmillan  Co.,  1931.  An  important  German  work.  Vol.  I  deals  with 
early  and  medieval  Christian  thought,  vol.  II  with  the  Reformation. 
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Vickers,  D.  Studies  in  the  Theory  of  Money,  1690-1776.  Philadelphia: 
Chilton  Co.,  1959.  Makes  the  point  that  there  was  more  Keynesian-type 
economics  in  this  period  than  often  has  been  recognized. 

Viner,  J.  Studies  in  the  Theory  of  International  Trade.  London:  George 
Allen  &  Unwin,  Ltd.;  New  York:  Harper  &  Brothers,  1937.  The  early 
portion  gives  an  account  of  the  history  of  theories  of  money  and  foreign 
exchange  from  mercantilist  times. 

Weber,  M.  The  Protestant  Ethic  and  the  Spirit  of  Capitalism.  London: 
George  Allen  &  Unwin,  Ltd.;  New  York:  Charles  Scribner's  Sons,  1930. 
A  classic  discussed  in  the  text. 

Weisskopf,  W.A.  The  Psychology  of  Economics.  Chicago:  University  of 
Chicago  Press,  1955.  A  Freudian  interpretation  of  the  works  of  some 
economists,  principally  classical  ones. 

Westermarck,  E.A.  The  Origin  and  Development  of  the  Moral  Ideas.  2  vols. 
London  and  New  York:  The  Macmillan  Co.,  1912-1917.  Anthropological 
in  approach,  but  some  of  the  chapters  are  of  interest  to  students  of 
economics. 


PUBLISHED   CORRESPONDENCE 

For  the  purpose  of  this  book,  the  important  works  are  those  which 
have  influenced  the  thought  of  their  own  periods  and  of  later  times. 
Ricardo's  books  and  published  papers  are  his  significant  contributions 
from  this  point  of  view.  The  same  is  true  of  Marx.  Nevertheless,  pub- 
lished letters  of  both  these  writers  and  some  others  are  now  available; 
the  letters  often  amplify  or  qualify  what  has  been  written  in  the  books. 
The  scholar  or  would-be  scholar,  therefore,  may  be  interested  in 
material  such  as  that  mentioned  below: 

The  Letters  of  David  Hume.  Ed.  J.Y.T.  Grieg.  2  vols.  Oxford:  Clarendon 
Press,  1932. 

Karl  Marx  and  Friedrich  Engels  Correspondence,  1846-1895.  London: 
Lawrence  &  Wishart,  1934. 

Marx,  K.  Letters  to  Dr.  Kugelmann.  New  York:  International  Publishers, 
1934. 

Say,  J.B.  Letters  to  Thomas  Robert  Malthus  on  Political  Economy  and  Stag- 
nation of  Commerce.  Trans.  1821.  London:  George  Harding's  Bookshops, 
Ltd.,  1936. 

Nassau  W.  Senior,  Industrial  Efficiency  and  Social  Economy.  Ed.  S.L.  Levy. 
2  vols.  New  York:  Henry  Holt  &  Co.,  1928. 

"Unpublished  Papers  and  Letters  of  Leon  Walras."  Ed.  W.  Jaffe.  lournal  of 
Political  Economy,  XLIII  (April  1935),  187-207. 
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